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AIRLINE PENSIONS: AVOIDING FURTHER
COLLAPSE

Wednesday, June 22, 2005

HOUSE OF REPRESENTATIVES, SUBCOMMITTEE ON AVIA-
TION, COMMITTEE ON TRANSPORTATION AND INFRA-
STRUCTURE, WASHINGTON, D.C.

The subcommittee met, pursuant to call, at 2:30 p.m., in Room
2167, Rayburn House Office Building, Hon. John L. Mica [chair-
man of the committee] presiding.

Mr. MICA. Good afternoon. I would like to call this hearing of the
House Aviation Subcommittee to order. We are going to go ahead
and get started. Most members won’t want to hear my opening
statement, anyway. But in order to keep the proceedings—we are
already behind schedule. We will go ahead with opening state-
ments. Then the order of business will be two panels of witnesses
this afternoon. Of course, the topic is dealing with our airline pen-
sions and the particular emphasis on looking at how we can avoid
further collapse.

So, with that, I have my opening statement, and then we will
recognize other members as they arrive, if they have opening state-
ments.

As I said, today’s hearing will focus on the crisis facing many of
our airline pension plans and the impact of recent plan termi-
nations. Loss of jobs, benefits, and pensions in the airline industry
are nothing new, in fact. Just ask former employees of Eastern,
Pan Am, Braniff, TWA, and other defunct carriers. However, the
scale of recent airline plan terminations is much greater than in
the past, both in terms of lost benefits and also in terms of cost
to the Pension Benefit Guaranty Corporation.

Over the past four years, the airline industry, as we know, has
experienced a record $32 billion in losses, with an additional $5 bil-
lion in projected losses in 2005. I might just clarify that. It is not
all airlines, it is mostly our legacy carriers that find themselves in
this situation. Many factors have contributed to these losses, in-
cluding the terrorist-inflicted slowdown in our economy, a decline
in business travels, the SARS epidemic, and also the increased
competition from low-cost carriers, and, last but not least and con-
tinuing, the problem of soaring fuel prices.

In addition to all of these difficulties, a combination of histori-
cally low interest rates and poor stock market returns have re-
sulted in the pension plans of many airlines—and other companies
as well—becoming significantly under-funded in a very short period
of time. These unfavorable economic conditions have affected pen-
sion plans in many industries, not just the airline industry.
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The General Accounting Office recently studied the hundred larg-
est defined benefit pension plans in the United States and found
that, overall, reported plan funding levels were generally stable
and stronger over the late 1990s. No more than 9 of the 100 largest
plans were less than 90 percent funded in any year from 1996
through 2000. However, by 2002, approximately one-fourth, a quar-
ter of all the plans were less than 90 percent funded. Even if addi-
tional legacy airline pension plans go bust, our Pension Guaranty
Fund should be able to deal with the multi-billion dollar potential
shortfall.

However, when we really get into some difficult and questionable
territory is if we have a collapse of some our automotive industry
corporations and their plans. That addition to, again, the difficulty
we find ourselves in with the airlines is of particular concern to our
Pension Guaranty Fund. Assets of pension plan sponsored by this
industry fall short of liabilities by some $55 billion to $60 billion.
Credit rating agencies recently downgraded the debt of General
Motors and Ford to below investment grade status, signaling poten-
tial trouble ahead. The cost to Pension Benefit Guaranty Fund of
pension plan terminations in this industry could well exceed that
of the airline industry.

By comparison, it is interesting to note that even our Federal
Government’s Defined Pension Benefit Plan—and this is the old
CRS system, Civil Service Retirement system—is grossly under-
funded. I chaired the Civil Service Subcommittee and remember
trying to deal with this issue. As of the end of 2002, the total assets
attributable to CRS amounted to some $417 billion, but the liabil-
ities for future benefits amounted to $950 billion, almost a trillion
dollars, resulting in an unfunded liability for our own CRS Federal
employees retirement fund of some $533 billion.

I wanted to make those figures clear, because if you look at even
the airlines and automotive liabilities, we have the potential for
dumping on the taxpayers. The liability that we have just in our
Federal retirement system is almost a half a trillion dollars un-
funded.

As a result of this under-funding, the assets attributable to CRS
are expected to be depleted by the year 2023. In contrast, the Fed-
eral Employees Retirement System, FERS, as it is called, which
covers employees hired since 1984, is almost totally funded by em-
ployees and agencies. Although pension funding contributions have
by no means caused the airlines current liquidity crisis, for many
old carriers they have exacerbated it. Cash-strapped legacy airlines
are having great difficulty coming up with the amounts necessary
to return their pension plans to full funding. Already two airlines
in bankruptcy, U.S. Airways and United Airlines, have either ter-
minated their plans or are in the process of doing so.

The U.S. Airways plan had an unfunded termination liability of
some $5 billion, of which our Pension Guaranty Fund would guar-
antee $2.9 billion. The remaining $2.1 billion in unfunded liability
represents the value of lost benefits. U.S. Airways employees in the
aggregate will lose about 27 percent of the benefits they earned
under this plan.

The situation with United Airlines’ plan is similar. They have
plans with an unfunded termination liability of some $9.8 billion,
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of which the Pension Guaranty Fund will guaranty about $6.6 bil-
lion, and we end up with a remaining $3.2 billion, which is the
value of lost benefits, and that translates into United Airline em-
ployees in the aggregate will lose about 19 percent of the benefits
they had earned.

Pension plan terminations such as these create some real hard-
ships for employees who have worked many years of their life and
also counted on promises that certain pension benefits will be there
to provide security in their retirement. For current retirees, the
loss of earned benefits can be especially devastating because of
their inability to increase earnings to make up for the loss of those
benefits.

The Pension Benefit Guaranty Corporation guarantees benefits,
but only to a certain level. This level is adjusted annually and is
currently set at some $45,614, assuming retirement age is at age
65. Retirement at earlier ages results, of course, in lower guaran-
teed benefit levels. For example, workers who retire at age 60,
which is the mandatory retirement age currently for our pilots, the
guaranteed benefit level is $29,649.

While these levels of benefits may seem small, the Pension Guar-
anty Fund will eventually have trouble guaranteeing even these
small amounts. With $62.3 billion in total liabilities against only
$39 billion in total assets, the single employer pension insurance
program lacks the funds to pay a significant portion of future bene-
fits for which it is obligated. While the Pension Guaranty Fund has
enough assets on hand to continue paying guaranteed benefits for
a number of years, its unfunded liabilities continue to grow, and
with each new plan of termination we get into more serious prob-
lem. At some point in the future the Pension Guaranty Fund will,
of course, run out of money.

The Center for Federal Financial Institutions has projected, if no
pension reform legislation is enacted, our Pension Guaranty Fund
will run out of cash by the year 2021 and a $78 billion bailout will
be required by the Federal Government. So clearly it is in the in-
terest of workers, of taxpayers, and certainly the Federal Govern-
ment to correct today’s systemic pension under-funding.

The era of defined benefit pension plans may well be ending. The
defined benefit system is under pressure not only from pension
under-funding, but also under pressure from a changing workforce
that requires more mobile retirement benefits and increased com-
petition from many companies with lower cost structures that do
not include these expensive defined benefit programs. So most air-
lines that offered defined benefit plans have either negotiated to
freeze those plans and replace them with defined contribution
plans or currently in negotiations to do so. We are going to see a
lot more of that.

The terminations of U.S. Airways’ and United’s plans are going
to have ripple effects, and also they are going to have competitive
implications for other airlines. The so-called domino effect, in which
other airlines terminate their own defined benefit plans in order to
compete, will also cause further strain on our existing Pension
Guaranty Fund. Enactment of pension reform legislation will also
have competitive implications for the airlines.
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While our Subcommittee and the Transportation Committee does
not have specific legislative jurisdiction over pension laws, it is ab-
solutely vital that this Subcommittee understand how these impor-
tant pension issues uniquely impact our airline industry, their em-
ployees, and, of course, the taxpayer.

So I look forward to hearing the views of our witnesses and look
forward to our two panels.

I am pleased to recognize at this time for his participation our
ranking member, Mr. Costello.

Mr. COSTELLO. Mr. Chairman, thank you. Mr. Chairman, I ask
unanimous consent that all members be allowed to submit their
opening statements for the record.

Mr. MICA. Without objection.
Mr. Costello asks unanimous consent that Congressman Price of

Georgia be permitted to participate in today’s hearing. He is not a
member, but has legislation pending relating to this issue as re-
quested to the Subcommittee. So without objection, so ordered. And
he will be, of course, last on the totem pole, but we welcome him.

Mr. COSTELLO. Mr. Chairman, as everyone in the room knows,
we just had a series of votes and we are getting started late here.
The witnesses and others have been here about 45 minutes, so I
am going to submit my statement for the record.

I do want to thank you for calling this important hearing today.
This is an extremely important issue for all of the employees of the
airlines and for the American people. So I look forward to hearing
from our witnesses today. I have a number of questions that I have
that I will be asking our witnesses, and I thank you again for call-
ing the hearing.

Mr. MICA. I thank the gentleman.
Mr. Ehlers?
Mr. EHLERS. Thank you, Mr. Chairman. I also will try to be brief,

but I certainly want to thank you for calling this hearing, a very
important topic. I am getting a double dose of it because not only
am I on this Subcommittee, but I am also on the Education Work-
force Committee, and tomorrow we are taking up the pension re-
form bill there, and full Committee next week.

I also want to commend you for inviting Bradley Belt to this
hearing. I have been in meetings with him twice now, and he is
a very fine public servant, one of the best I have met, has a very
good view of what is wrong, and I think has some very valuable
advice for us as to what the Congress should be doing regarding
pension reform. It not only needs reform, but also revision in a
number of ways.

But let us not forget in this whole process that there is another
part of the puzzle that I think is needed, and that is reform of the
bankruptcy laws. We already have reformed individual bankruptcy
laws because we felt it was getting too easy for individuals to de-
clare bankruptcy, and they were using it as a personal financing
strategy. I have seen what is happening in the economy as a result
of the difficult economic years of the last few years, particularly fol-
lowing a very boom period when everyone was possibly not making
the wisest investment decisions.

But I see corporations now beginning to use bankruptcy as a
business strategy. And it affects people in my district, not in the
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aviation industry so much as in the manufacturing industries,
where smaller suppliers to bigger manufacturers are being severely
hurt when the larger manufacturers declare bankruptcy, leaving
the smaller companies with two or $3 million of unpaid bills, and
their fiscal stability is questioned and they may end up in bank-
ruptcy.

In this case, also, I am not accusing any airline of using bank-
ruptcy as a business strategy, but when someone goes through
Chapter 11 and emerges as a much more viable corporation at the
expense of the employees, and then creates great difficulty for
those airlines which are trying to meet their obligations to their
employees, there is something wrong. And I have already suggested
to the Chief of Staff from the Judiciary Committee they should
begin investigating this, and I also will be speaking to Mr. Sensen-
brenner, the chairman of that committee, urging him to do the
same. It is clear that we need the same type of reform of corporate
bankruptcy laws as we have done for individual bankruptcy laws.

So I look forward to the testimony we hear. I hope it will be fair
and objective in regards to all parties concerned. And I, of course,
have a very personal interest, being from Michigan. When we were
talking about General Motors and some of their problems. And if
in fact they have to go through bankruptcy, we are going to create
such immense problems for Mr. Bent that even the Congress can-
not save him. He will need help from a higher authority at that
point.

With that, I yield back. Thank you.
Mr. MICA. I thank the gentleman.
Ms. Norton?
Ms. NORTON. Thank you, Mr. Chairman. Just very briefly, I

wanted to welcome Mr. Belt, one of my own constituents, and
thank him for the extraordinary job he is doing under quite impos-
sible circumstances, a problem we keep calling urgent. I have
stopped doing that because an urgent problem is something you get
up and do something about right away. It is one thing to lose a job,
but it is quite another to lose a pension; it is kind of like losing
your Social Security or having it cut. That is the end of your work
life.

This problem gets worse, not better. It has been there with the
airlines. The more manufacturing has problems, the more we see
it spreading. And now there is a triple hit here that we simply
have to do something about. There is the Pension Benefit Guaranty
Corporation, in this case, the airlines, and, of course, the workers.
Everybody gets hit all around. I am not surprised that as compa-
nies fail, one of the first things they do, if we let them, is fail to
make the necessary contributions to their pensions.

All I want to say, Mr. Chairman, is we all ought to be grateful
to you for keep putting this problem forward because if we keep
putting it off, we are looking at a huge taxpayer bailout. That is
what is going to happen. They are going to come, the Pension Ben-
efit Corporation, no Federal funds now. Watch out, because if it all
goes up in the air, guess who is going to pay the bill.

Thank you very much, Mr. Chairman.
Mr. MICA. Thank you.
Mr. Diaz-Balart?
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Mr. DIAZ-BALART. Thank you, Mr. Chairman. I actually also
would like to thank you for holding this important hearing today.

The future of employee pensions is a vital issue that we obvi-
ously must address before employees and taxpayers are overly bur-
dened.

Earlier today, Mr. Chairman, I had the opportunity to visit with
a group of airline employees that represented just about every as-
pect of the airlines, including management. Their commitment to
the industry and to their company is clearly unparalleled. All of
them have faced huge actual pay reductions after 9/11 and, as
much as anyone else, these employees have helped our airlines sur-
vive over the past few very difficult years.

I look forward to working with our Chairman and with the mem-
bers of this Committee to find appropriate ways to ensure that the
pensions of our airlines and their employees is appropriately pro-
tected. In doing so, I think we need to look at diverse economic and
financial outlooks of each individual airlines. As with any industry,
Mr. Chairman, of course, you know very well, airlines have varying
and different financial situations, and different outlooks, and also
different plans as to how to deal with their pension future and
their pension solutions.

So, again, I look forward to working with the Committee and the
Chairman. Mr. Chairman, again, thank you for bringing up to the
forefront of this Congress I think a very important issue that we
are going to have to deal with sooner or later.

Mr. MICA. I thank the gentleman.
Mr. Boswell.
Mr. BOSWELL. Thank you, Mr. Chairman. I too appreciate your

calling this meeting. I would like to associate myself with your re-
marks. And I will follow the leadership of my Ranking Member by
submitting my remarks for the record if he will assure me that he
will read them. I submit them. I yield back.

Mr. MICA. I thank the gentleman.
Mr. Westmoreland.
Mr. WESTMORELAND. Thank you, Mr. Chairman. And I do, too,

appreciate your having this hearing. I want to thank the Chairman
for allowing Mr. Scott Yohe from Delta Airlines to come and testify.
Delta Airlines is one of the reasons that Hartsfield-Jackson Airport
is the busiest airport in the world. Delta has about 80,000 employ-
ees, both active and retired. Fifty-five hundred of those Delta em-
ployees live in my district, more than any other district in the
United States. So I am very aware of what this hearing means to
those folks.

I would also like to thank the Chairman for allowing my col-
league, Dr. Price, to come, who has introduced a pension bill that
I have happily tried to co-sponsor with him.

So I am anxious to hear what the witnesses have to say today,
and I appreciate your time in waiting to be able to inform us of
some of the things that we need to be doing.

And again, Chairman, I want to thank you for doing this.
Mr. MICA. I thank the gentleman. We did not have a vote,

though, on whether or not Mr. Yohe could participate, but we will
talk about that later.

Mr. Pascrell?
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Mr. PASCRELL. Thank you, Mr. Chairman, Mr. Ranking Member.
There are a lot of corporations out there that are cooking the books,
as we have read, and I am very annoyed. I came to the Congress
in 1996 to guaranty defined benefits for Social Security and to
guaranty defined benefits for those who work hard and pay into
pensions. And there is no corporate person in this Country that
should be immune, as far as I am concerned.

That we allow companies to use legal accounting gimmicks at the
expense of their employees is not acceptable. I think we have done
a poor job, up here on this side of the desk, protecting employees
who have no voice. The tentacles, for instance of Enron run
throughout this Nation. Companies in New Jersey were affected by
that. People lost everything. They worked 25, 30 years. They got
screwed. And we should be darn angry about it.

We should be as angry about this as we are about the bank-
ruptcy laws that we proselytized on last week and the week before.
Same thing. Same concern. Efforts to take advantage of those who
are voiceless. I am surprised that we are not seeing the same harsh
talk about responsibility and accountability. This is a place of
doublespeak, I can assure you. So welcome.

Our current system will encourage other airlines to follow in the
path of United. To remain competitive is an obvious flaw. I support
providing some flexibility, where needed, to ensure that more air-
lines do not have to be bailed out. But my father worked for 47
years for the railroads, and if you pick the most prominent subject
matter at the supper table, when he was able to make his way
home on time, it was his pension. He looked forward to that. He
really did. Didn’t talk about Social Security. He was counting on
a lot of things, but he was counting on his pension.

Are baby-boomers are counting on their pensions? Apparently
they are not counting on Social Security.

Let us be really concerned about making general statements
about airlines dumping pensions on the PBGC. Not all airlines are
alike, thank God. We must recognize that there are airlines that
plan to stick to their deals. There are airlines that plan to uphold
the commitment to their employees under current funding rules.
Before we rush into Federal involvement, it is appropriate that we
take a close look at how we can best protect airline workers. That
is my commitment, and I aim to fulfill my commitment.

Thank you, Mr. Chairman.
Mr. MICA. I thank the gentleman.
Others seek recognition? Mr. Ehlers?
Mr. EHLERS. Thank you, Mr. Chairman. Just a very brief clari-

fication of one of my comments. When I talked about bankruptcy
as a business strategy, I was not in any way implying that anyone
deliberately used that as a strategy.

My point is simply that because the bankruptcy laws and ERISA
were written at different times, and totally independent of each
other, companies find themselves in the situation that, when they
enter bankruptcy, one of the best choices is to divest themselves of
the pension responsibilities. And that is the issue we have to clar-
ify and correct, so that that will not be the best available option
to a company that enters bankruptcy.

Thank you.
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Mr. MICA. No further opening statements?
Mr. Price, did you want to be recognized briefly?
Mr. PRICE. If I may, Mr. Chairman. I just wanted to thank you

and Ranking Member Costello and the members of this Committee
for allowing me to attend this important hearing. And in the inter-
est of brevity and to demonstrate my appreciation, I ask permission
to put my opening statement in the record.

Mr. MICA. Without objection, it will be included in the record.
With those opening statements, we will now turn to our first

panel of witnesses. The first witness is Ms. JayEtta Z. Hecker, and
she is the Director of Physical Infrastructure Issues in the Govern-
ment Accountability Office. She is accompanied by Ms. Barbara D.
Bovjberg, and she is the Director of Education, Workforce, and In-
come Security Issues also at GAO. And then Mr. Bradley D. Belt.
He is Executive Director of the Pension Benefit Guaranty Corpora-
tion.

I would like to welcome our witnesses. We will go right to Ms.
Hecker, Director of GAO, for your testimony.

Welcome, and you are recognized.

TESTIMONY OF JAYETTA Z. HECKER, DIRECTOR, PHYSICAL IN-
FRASTRUCTURE ISSUES, GOVERNMENT ACCOUNTABILITY
OFFICE; ACCOMPANIED BY BARBARA D. BOVJBERG, DIREC-
TOR, EDUCATION, WORKFORCE, AND INCOME SECURITY
ISSUES, GOVERNMENT ACCOUNTABILITY OFFICE; AND
BRADLEY D. BELT, EXECUTIVE DIRECTOR, PENSION BENE-
FIT GUARANTY CORPORATION

Ms. HECKER. Mr. Chairman and Mr. Costello and other members
of the Committee, I am very pleased to be here today. As you may
know, we have been doing continuing work on the financial condi-
tion of the airline industry at the request of Congress, and our cur-
rent work is actually focusing on particular issues of bankruptcy
and pensions. This work, however, is preliminary, and we will have
a final report in September.

The three topics that I will cover basically address the ongoing
debate that several of you have alluded to over the legacy airlines’
use of Chapter 11 bankruptcy protection as a means to control cost,
continue operations, and, in particular, shed pension cost. The
three issues are: first, very briefly, some background of the finan-
cial difficulties; the second on the effect of bankruptcy; and the
third on the effect of airline pension under-funding.

Now, the first topic, about the financial condition of airlines, it
is not news to any of you that there are sever financial difficulties.
And as you may recall from earlier work that we completed, the
bottom line is that legacy carriers have not been able to reduce
their costs sufficiently to profitably compete with low-cost carriers.
There is a fundamental restructuring of this industry still going on
in response to the deregulation of the industry in 1978.

The slide I have here was the bottom line of our review of the
financial condition of carriers. It basically shows that legacy air-
lines, while they have worked very hard at it, have not sufficiently
lowered their costs to be able to compete on a cost basis with the
low-cost rivals. The blue line is the legacy carriers’ unit costs, and
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you see it rising until 2001, and then the effort to try to control
them, bringing them down by 2004.

And a somewhat similar pattern, but much lower, for the low-
cost carriers. The main story is that there is a continuing and
somewhat growing differential in the unit cost between legacy air-
lines and low-cost carriers. Defined benefit pensions account for
about 15 percent of that 2.7 cent difference in unit costs. This cost
difference really is at the heart of the legacy airlines continuing fi-
nancial losses, as many of you know, nearly $30 billion since 2001,
with another $5 billion expected this year.

The second point, then, is to look at the impact of bankruptcy,
and the bottom line of this is that bankruptcy is and has been en-
demic to the industry for many years. It really reflects the long-
standing structural issues and some of the unique characteristics
of this industry. The main point, though, is that it is not really the
cause of the industry ills, but, rather, reflects thoses problems.

This next chart has data since 1984 and shows that bankruptcy
and liquidation have been more common in this industry. The beige
little block is the percent of failures for all industries in total and
the blue line is the airline failure rate. You can see that since 1968
there have been many bankruptcy filings, 160, in fact, since 1978;
20 in the last five years.

A key point here is that the airline industry has historically had
the worst performance of any sector. So it is no surprise that bank-
ruptcy has been endemic to this industry. Another point from our
review of bankruptcy is that airlines rarely emerge successfully
from bankruptcy. Of 146 Chapter 11 filings, only 16 carriers since
1979 are still in business.

Another key issue about bankruptcy is the argument that it
leads to over-capacity. This chart basically examines whether the
evidence supports that. The red line is the growth of industry ca-
pacity over time, and on it I have the blocks of all of the major
bankruptcies; and the little gray bars are the periods of recession.
Basically, the bottom line is that the historical growth of capacity
in this industry has continued unaffected by major liquidations,
and those slight downturns are more closely correlated with reces-
sions. So you only get the drawback of the capacity when that over-
all demand decreases with a recession.

The basic conclusion of our review of bankruptcy is that, in fact,
there is no clear evidence that bankruptcy has harmed competitors,
either keeping excess capacity in the industry or lowering prices.
They do, however, of course, shed costs in bankruptcy and pen-
sions, as we are discussing here today. But while bankruptcy may
not harm the financial health of the airline industry, it is of consid-
erable concern to the Federal Government, to airline employees
and retirees, and as you have all said, really brought into light by
the recent terminations.

The bottom line here—I will have a few more slides on this
issue—is that the legacy airlines in fact face significant near term
liquidity pressures, and pensions are only a small part of that fi-
nancial pressure.

This first one is no news to anyone, that there has been a severe
and dramatic under-funding from an over-funding in as early as
1999. It went down to a $23 billion under-funding in 2002, and the
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only reason it picks up is not because pensions have now been rein-
vested in; those are the bankruptcies of U.S. Airways and, then in
2005, when the United pension plan was terminated that the
under-funding is now approximately $13.7 billion.

Now, the main story I have is actually in this next chart. And
if you don’t like charts, this is one—even though it is busy—that
I think tells the bottom line of our message today. The blue line
in 2004 is basically the cash on hand of all of the legacy carriers.
It is a little under $10 billion in 2004. The other blocks basically
outline the fixed obligations of all the legacy carriers projected for
the next four years.

Now, the big story, as I think I have already told you, is that
pensions, that gray bottom block, accounts for only about one-sixth,
or 17 percent, of the fixed obligations of carriers. Basically, this is
a daunting, overwhelming, and severe crisis for airlines, and it is
not just pensions. This is the threat really driving bankruptcy and
the move toward bankruptcy, in our view.

Now, I might also tell you there is an interesting thing about the
blue lines. It looks like, oh, they have got a lot of cash. That cash
is debt-financed. That cash is being burnt. They are going through
cash. They are losing money. So there is no new cash coming in.
That cash is from all of the assets of the carriers, everything hav-
ing been securitized. So this is a severe crisis in liquidity for all
the carriers. And the pension crisis, which is real and is severe, is
only about one-sixth of that problem.

I know I am running over. Oh, yes, there it is. I am running well
over.

I have three quick factors that I want to tell you what has
caused the airline pension problems. The first is market factors.
Several of you have referred to that. There was a perfect storm of
reduced assets and increased liabilities. The second is management
and labor decisions. Basically, we saw a long period of very gener-
ous contracts and airlines not funding plans when they could.

This is an important slide visually showing that. The beige line,
which you can barely see, is the actual contribution of legacy car-
riers during very profitable years. The profit is in the dark blue.
So when you see that dark blue line above the line, those are very
profitable years, historically profitable years for carriers. Airline
funding was only 8.5 percent of the potential that they could, that
was still tax deductible. So you have $2.4 billion in actual contribu-
tions, with a maximum of $29 billion. So they basically were not
funding these plans even when they were making money.

The third factor—and I am sure Mr. Belt will go into this in
more detail than I need cover—the pension benefit funding rules
have not only not prevented under-funding, they have really con-
tributed to the under-funding. We have seriously under-funded
plans, including United, that appear to be fully funded and in com-
pliance with current requirements, but in fact were grievously
under-funded.

The next chart in fact is too complex, so I will just point your
attention. This is looking at the pension problems and the pensions
that have been turned over to PBGC. If you look in the first three
lines—Eastern, Pan Am, TWA—look at the last two columns. The
PBGC losses were $530 million, $700 million, $600 million. Partici-
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pant losses were $100 million, $55 million, $45 million. U.S. Air-
ways and United combined is a $9.6 billion loss for PBGC. Loss.
That is net of the assets inherited. The loss to participants, again,
is multiple orders of magnitude beyond prior bankruptcies.

The concluding observation is that the financial condition of the
carriers is not sustainable and some carriers are likely to terminate
under current conditions. An important part of the lesson here—
because everyone really wants to look for a solution—is that termi-
nating pensions, or, the option being proposed, to amortize pen-
sions over longer periods, will not, in our view, solve the long-term
fundamental restructuring and financial problems typified by that
unit cost differential. The cost structure problem will not be solved,
given the small portion that pensions represent, of other major ob-
ligations.

The other important thing is that the implications for PBGC are
actually much broader than just the airline industry, and GAO has
done substantial work on broad pension reform, and that is why I
have my colleague, who has directed that work, here to address
any issues about GAO’s long-term advocacy for comprehensive pen-
sion reform.

That concludes my statement, and I would be very happy to take
questions. I apologize for going beyond.

Mr. MICA. Thank you. You always do just a great job. And I
guess what you showed us today is part of a larger report that is
due out when?

Ms. HECKER. In September.
Mr. MICA. In September. Okay.
Well, we are going to withhold questions, but we are going to go

next to—well, your colleague, Ms. Bovjberg, did she have some
comments at this stage?

Ms. BOVJBERG. No, I don’t, Mr. Chairman. But thank you for
asking.

Mr. MICA. Okay. Thank you.
Then we will go to Bradley Belt, Executive Director of the Pen-

sion Benefit Guaranty Corporation. Thank you for your participa-
tion today. Welcome, and you are recognized, sir.

Mr. BELT. Thank you, Chairman Mica, Ranking Member
Costello, members of the Subcommittee. I commend you for holding
this timely hearing, and I very much appreciate the opportunity to
briefly discuss the pension challenges facing the airline industry
and the important role played by the Federal pension insurance
program. I would also like to thank Mr. Ehlers and Ms. Holmes
Norton for their very kind comments.

And I want to commend you, Mr. Chairman, for your extraor-
dinarily comprehensive opening statement, which you well outlined
all the key issues we are facing, has rendered much of my state-
ment somewhat superfluous. But at the risk of some redundancy,
I will forge ahead.

As you know, Mr. Chairman, this hearing is occurring against
the backdrop of the largest pension default in the history of the
United States. By the numbers, which you cited, United Airlines
pension plans have assets of roughly $7 billion to cover liabilities
of $16.8 billion, for a shortfall of almost $10 billion. The pension
insurance program will be responsible for covering $6.6 billion of
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that gap, making it by far the largest claim in the 31-year history
of the PBGC.

But the United default also sets another dubious record: the larg-
est ever loss of earned pension benefits by workers and retirees.
Weaknesses in the pension funding rules allowed United Airlines
to dramatically under-fund its pension promises. As a result, the
company’s more than 120,000 workers and retirees now stand to
lose roughly $3.2 billion in retirement income that they were prom-
ised and were counting on.

As tragic as these losses are, they are unique only in their size.
As you noted, Mr. Chairman, United is merely the latest airline to
default on obligations to its workers. In each round of airline bank-
ruptcies, the pension insurance program has wound up responsible
for benefits that companies promised but failed to adequately fund.

In the early 1980s it was Braniff; in the early 1990s it was Pan
Am and Eastern; and in this decade it has been TWA, U.S. Air-
ways, and United. Claims from just these six airlines come to $11.7
billion, or 38 percent of the total in the history of the pension in-
surance program, even though they have paid only 2.6 percent of
total premiums.

There is no question that the airline industry faces substantial
business challenges. And Congress and the Administration have
previously acted to provide assistance to help deal with extraor-
dinary events. After September 11th, Congress created the Air
Transportation Stabilization Board to administer up to $10 billion
in loan guarantees to help a then struggling industry get back on
its feet.

Today, nearly four years later, and with passenger traffic at
record levels, some carriers are asking for a different form of loan
guarantee, in the form of pension funding relief. In economic terms,
that is what weaker funding rules represent, a loan from the pen-
sion plan from the workers to the company, co-signed by the PBGC
and underwritten by healthy companies whose premiums finance
the insurance program.

This funding break would come up on top of the exemption Con-
gress provided just two years ago, which allowed airlines to skip
80 percent of their required catch-up pension contributions for 2004
and 2005, in the amount of $2.4 billion. At the time the bill was
enacted, the airlines suggested that the two-year temporary relief
would see them through a difficult period without the need to ei-
ther terminate their plans or to seek additional relief from Con-
gress. In the interim, U.S. Airways and United both moved to ter-
minate their plans. And now that the temporary funding holiday
is set to expire, some legacy carriers are seeking to stretch out re-
lief for 25 years.

Mr. Chairman, pension under-funding is not an accident, and it
is not the result of forces beyond a company’s control. On the con-
trary, it is the perfectly predictable and controllable product of de-
cisions made by the company. In the case of the airlines, a series
of missteps allowed pensions to become significantly under-funded.
Companies did not contribute as much cash as they could in good
times, as was noted by the GAO. In certain cases, they contributed
no cash at all when it was most needed. And in still other cases
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labor and management agreed to generous benefit increases that
are now proving difficult to afford.

The tragedy is not that any of this was illegal. The tragedy is
that it was legal under our system of flawed pension funding rules.
United and U.S. Airways would not have presented claims in ex-
cess of $3 billion each, and with funded ratios of less than 50 per-
cent at termination, if the rules worked. Consider United. From
2000 onward, when the funded status of the company’s pension
plan was deteriorating and the financial health of the company
itself was failing, the company put little cash into its plans, did not
provide under-funding notices to workers and retirees, and for most
years in plans did not pay a variable rate premium to the PBGC.

The Administration has proposed a sensible, balanced reform
package to correct the flaws in the system. Key elements include:
a more accurate measure plan liabilities that would reflect the fi-
nancial condition of the sponsor and the risk of plan termination;
asset and liability smoothing, which distort the true funded status
of pension plans, would be eliminated; credit balances that allow
companies to avoid making cash contributions for, in some cases,
years on end, would be barred; companies that have failed to fund
existing pension promises would be limited from making new un-
funded promises; more accurate and timely plan funding informa-
tion would be provided to plan participants, investors, and regu-
lators; and, finally, PBGC premiums would be restructured to be
more equitable, generate sufficient revenue to close the program’s
deficit and pay expected future claims. The flat-rate premium
would be raised for the first time since 1991, an index to reflect
wage growth and all under-funded plans would pay a variable rate
premium.

Mr. Chairman, the Administration is committed to strengthening
the pension insurance program and keeping defined benefit plans
as a viable option for employers and employees. We believe the Ad-
ministration proposal strikes an appropriate balance and will best
protect the pension benefits earned by workers and retirees, mini-
mize the need for premium payers and taxpayers to subsidize the
system, and reduce the chances of another pension tragedy like
United.

Thank you for your invitation to testify, and I would be pleased
to answer any questions.

Mr. MICA. Thank you. I thank GAO and the Pension Benefit
Guaranty. Witnesses have painted a very grim picture of what we
are facing. I think it is actually a lot worse than I had suspected.
And I don’t think we are here to cast blame on airlines or any
other employers. Same thing that I described with our own Federal
employee benefit program, which is a half a trillion unfunded for
Federal employees. We have mirrored some of the private sector.

Ms. Hecker, the picture you paint, I described in my opening
statement what I thought would happen as a ripple effect as other
carriers see what has happened with United and what may happen
with U.S. Air. You testified, however, that this is only one-sixth of,
really, their problem. Actually, what you are describing is legacy
carriers in a lot more trouble than just the pension plan.

Ms. HECKER. Precisely.
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Mr. MICA. That we should expect I guess a ripple effect not so
much precipitated by their need to do something with their pension
obligation, but much more serious issues. The charts you put on
the cash, the liquidity, were outstanding I think in describing the
problem, but is that an accurate depiction of their situation?

Ms. HECKER. Absolutely. There is basically a fundamental re-
structuring that is occurring. There are non-sustainable cost dis-
advantages that the legacy carriers have not been able to overcome,
and that is also reflected in these very, very high fixed obligations.
Part of it, of course, is a balloon from the pension deferral that was
passed in 2004, for 2004 and 2005, so you have

Mr. MICA. And that expires—or has expired?
Ms. HECKER. No, at the end of this year.
Mr. MICA. Okay, that expires the end of this year. That was a

reduction of 80 percent for that period of time, is that right?
Mr. BELT. That is correct.
Mr. MICA. Okay. What was even more disturbing—I had never

seen the charts you put up—about their contributions, and I think
that little beige line, the year 2000, when they were actually mak-
ing money, their contributions were practically nothing. Did we
allow that by law, they could make all the promises they wanted
but weren’t obligated to put anything in?

Ms. HECKER. That is right. It basically was because the funding
rules allowed them to appear to be fully funded.

Mr. MICA. So whatever reform we adopt, we have got to have a
real hammer and lock on what you promise, you also have to de-
liver.

Ms. HECKER. Precisely.
Mr. BELT. Mr. Chairman, if I can touch upon that one point.
Mr. MICA. Yes.
Mr. BELT. One of the key issues highlighted in the Administra-

tion’s reform proposal are the issues related to so-called credit bal-
ances. An illustrative example is the United Airlines pilots’ plan,
which, when we assume it, will be underfunded by $3 billion. The
company has not put a dollar into that pension plan since 2000, for
five years, notwithstanding the fact that the liability and the gap
grew over that period of time. But that was allowed by the rules.

And the particular rule that allowed them to avoid having to put
in any cash was credit balances that were built up during the
1990s, during the boom years, when stock market gains were fairly
good and sometimes companies did put a little bit of money into
their plans. But they were able to use the availability of the credit
balances to offset the otherwise required minimum funding con-
tributions.

Mr. MICA. Okay, one last question. I want to try to let Mr.
Costello get his questions in before these votes. There are a couple
of proposals around that allow amortizing the pension debt over, I
guess, five to seven, or up to 25 years I guess is another proposal.
It doesn’t sound like either of those are really going to make this
work. What is your opinion, Ms. Hecker, and then Mr. Belt?

Ms. HECKER. We don’t have an evaluation that is a specific posi-
tion on the bill, but a lot of our work I think speaks to some points.
First of all, there is an economy-wide problem with the defined
benefit system, and singling out airlines really is likely to have
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precedence for other industries. GAO has really favored a com-
prehensive reform. The problem is, the way it has worked, the
more under-funded you were, the less you paid.

So we now have a crisis where they are more severely financially
strained than ever. But do you perpetuate this fiction that, by
stretching it out, somehow they will really be fully funding their
plans? There is just no clear impact on the ability to actually save
the carrier or to salvage the benefits ultimately for the employees.

Mr. MICA. Pretty grim.
Mr. Belt.
Mr. BELT. Mr. Chairman, the Administration believes that the

funding rules should be made more robust and strengthened, rath-
er than weakened, and that the funding rules should apply to all
participants in the system, and you would not have a separate set
of funding rules for certain companies or industry sectors. Having
said that, certainly the goals of any type of measure like that are
laudable ones, that is, seeing if there is a way to maintain the pen-
sion plan for the benefit of the workers and retirees, and to avoid
having losses incurred by the Federal pension insurance program.

But I think there are several issues that are raised in that con-
text, one of which is are we, as noted by Ms. Hecker, putting off
the problem to another day and there is a potential for the problem
to be much larger at that point in time? The bill, as drafted, that
you may be referring to—at least I have seen a couple of meas-
ures—would limit the liability exposure to the pension insurance
program, but it would not cap the liability to the pension insurance
program. There are a number of ways in which liability could grow
over a period of time.

Another issue is what signal does it send. Does it exacerbate the
moral hazards that already exist in the system? Does it send a
message for a company that is perhaps modestly underfunded now,
that the way to get special treatment is to get more underfunded,
to not put in cash out of current resources, but use that for profit-
making activities and get into a deeper hole and, that way, be able
to more effectively make the case that special funding rules are
needed?

I would also note that we are facing challenges from a risk per-
spective from a whole host of companies, not just the airline indus-
try. There have been eight auto part suppliers that have filed
Chapter 11 just in the past six or seven months. They would prob-
ably be looking at this issue and saying what about us? And there
are other companies just outside Chapter 11. And it is not unique
to the auto sector as well. We are dealing with companies in the
textile industry, grocery companies chains, service companies, fi-
nancial services companies and others that are similarly situated.

And I would also note, as I mentioned in my testimony, that re-
lief was granted just two years ago in PFEA, and it was worth
about $2.5 billion of being able to avoid pension contributions dur-
ing that period of time. And it was represented at that time that
the problem would then go away. In addition, some companies, in-
cluding airlines, have taken advantage of rules under current law,
funding waivers, to obtain additional funding relief.

And, as the General Accountability Officehas stated, that this is
not primarily a pension problem; there are a host of other issues.
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So I think we have to understand that those are all issues that are
presented whenever we start talking about different kinds of relief
measures.

Mr. MICA. Mr. Belt, Ms. Hecker, we do have two votes, so what
we are going to do is recess. I do have one question, though, Mr.
Belt, for you. In talking to you—and I think our staff have talked
to you—you felt that you could sustain all the projected or potential
losses you see now for the airline industry. Where it gets a little
bit hairier is the potential of other—what we do here with airlines
sort of has, again, this ripple effect. Can you sustain the ripple ef-
fect with other industries following suit?

Mr. BELT. We are already, in some respects, if we were a private
sector insurer, technically insolvent.

Mr. MICA. You are broke.
Mr. BELT. Our liabilities, the commitments we have taken on in

terminated pension plans, exceed our assets by more than $23 bil-
lion. But from a cash flow or liquidity standpoint, we can continue
along this path for several years, but the hole gets deeper each and
every day. So the question is how do you fill the hole at some point
in time, and who pays for that?

And that is the challenge we are all facing and that we have got
to try to resolve. I mean, in some respects—take United Airlines.
We get $7 billion of assets in that pension plan. We, right now, pay
out $3.5 billion a year in benefit payments. That gives us two years
worth of benefit payments. The only problem is we are also taking
on an additional $17 billion of liabilities that we don’t have the
ability to cover. And premiums are far insufficient to not only fill
the current gap, the $23 billion, but also cover future expected
claims. The loss on United alone is six years’ worth of past pre-
miums.

Mr. MICA. Thank you. To give everyone a fair shot at full ques-
tions, we will recess now for approximately 20 minutes. Thank you.

[Recess.]
Mr. MICA. The Subcommittee is back to order, and I would like

to recognize Ranking Member Mr. Costello.
Mr. COSTELLO. Mr. Chairman, thank you.
Ms. Hecker, first let me compliment you on your testimony. As

the Chairman said, it is always very informative. A couple of ques-
tions. On the chart that you put up on the overhead, on page 16
you talk about—and I understand that the agency will not go on
the record supporting or opposing a particular bill, but you indicate
that terminating pensions or amortizing pension contributions over
a longer period will not solve legacy airlines’ long-term fundamen-
tal problems. And then on chart number 4 you talk about that the
legacy airlines have not sufficiently lowered their cost. We all know
that employees have given pay raises, they have taken reductions
in benefits in order to help the legacy airlines.

I wonder just how tight can you squeeze the orange to get more
juice out of it. Give me some of your thoughts. What are the things
that the legacy airlines should have been doing that they have not
been doing in order to sufficiently reduce and lower their cost, as
you indicate.

Ms. HECKER. I don’t think I have a simple answer for that. It is
an extremely important question, and I think from the perspective
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of our work I could see about it for the record and see if we can
supply some insights, but off the top of my head I don’t have some
specific actions

Mr. COSTELLO. Well, we, of course, the Chairman and I and
members of the Subcommittee, meet with CEOs and others from
the various legacy airlines from time to time, and we ask that
question, but in realizing your testimony that we are talking about
pensions is only 17 percent or one-sixth of the legacy airline long-
term obligations. But when you say that they haven’t sufficiently
lowered their cost, that is pretty obvious, but where in fact can
they lower costs? And I would ask you to maybe get back with the
Subcommittee and give us some answers or some recommenda-
tions.

Secondly, on number 16 again, page 16 of your chart, you say im-
plications for the PBGC that you are recommending that the GAO
supports broad pension reform that provides, and then one is
meaningful incentives to adequately fund plans; two, additional
transparency for participants; and, three, accountability for those
firms that fail to match the benefit promises they make with the
resources needed to fulfill those promises.

And I realize you are asking for broad pension reform, but it
seems like a broad recommendation. And I wonder if you might
narrow it down and give us some more specifics as to what they
may do for, number one, meaningful incentives to adequately fund
plans.

Ms. HECKER. I will have Ms. Bovjberg, who has worked on the
summarizes, respond.

Ms. BOVJBERG. We have made those recommendations fairly gen-
eral to give Congress some leeway. As time has gone on, we have
also tried to make some more specific ones. For example, we think
that the deficit reduction contribution, which we refer to more
broadly in our report as the additional funding contribution, is
something that really needs to be re-examined. That affected very
few firms, and the firms it did affect didn’t make that payment in
cash. As Mr. Belt says, addressing the use of credit balances is ur-
gent. Dealing with the way that we calculate and define funding
assets and liabilities is crucial. This is not just for airlines, it is for
all defined benefit pension sponsors.

I think that you will have before you this year at least two, if
not more, proposals for comprehensive pension reform that will
deal with funding rules, that will deal with premium issues, that
will deal with better disclosure and transparency. And those are
the areas that we would urge you to consider. I do want to say that
in a forum that we had earlier this year we did discuss legacy
costs, legacy pension costs separately from comprehensive pension
reform and going forward. We thought it was important to make
changes to the pension financing system and the pension insurance
system going forward, but understand that our policy might have
to address legacy costs separately. But I would encourage Congress
to think about legacy costs as not only airlines, but there are other
industries that we would put in that category. And there are dif-
ferent ways to think about supporting those.

Mr. COSTELLO. The third point under the broad pension reform
proposals, accountability for those firms that fail to match the ben-
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efit promises they make with resources needed to fulfill those
promises. It is pretty difficult for an employee of a particular legacy
airline to know—for instance, Mr. Belt, in your testimony, which
I am going to ask you about in a minute you indicated that one
legacy airline had not made a contribution since 2000. And I guess
my question is how difficult is it, since every legacy airline may
have different bookkeeping accounting procedures, to determine
how much a pension fund of a particular airline is under-funded?

Mr. BELT. Yes, Mr. Costello, I am happy to answer that. That is
one of the issues that is directly addressed by the Administration
proposal. We believe very strongly that you need to have accurate
measures and liabilities so that all the system stakeholders—work-
ers and retirees, shareholders of the company, as well as regu-
lators—have an understanding of what the real financial condition
of the pension plan is at any given point in time. That is not avail-
able to the system stakeholders under current law for a variety of
reasons.

The calculation of assets and liabilities under ERISA is a study
in obfuscation. We use these smoothing mechanisms that look at
the value of assets going back from the present time back over sev-
eral years. Same thing with calculating liabilities. That is like driv-
ing your car down the road looking in the rearview mirror. What
happened three or four years ago has no relevance to the economic
reality today. So it is vitally important that we have accurate
measures of liabilities and that we report that information on a
timely basis, and that we make that information available to all
the system participants.

One of the issues right now is PBGC has relatively timely infor-
mation about the financial status of pension plans under so-called
Section 4010 that is filed with us each year. Those are the compa-
nies that are most underfunded. We are proscribed, precluded by
law, from making that information publicly available. Workers and
retirees are entitled to know that type of information.

Mr. COSTELLO. While I have you—and I will go back to Ms.
Hecker with another question—let me ask you, Mr. Belt. You indi-
cate in your testimony that two of the fundamental rules, in par-
ticular, the credit balances and the smoothing of assets and liabil-
ities, have contributed to the pension crisis. I wonder if, for the
record, that you might explain those two issues, credit balances
and smoothing, and comment on what needs to be done with the
rule.

Mr. BELT. I would be delighted to do so. The smoothing issue, as
I just mentioned, is how, for ERISA funding purposes, when com-
panies have to calculate how much they have to put into their pen-
sion plan under the funding rules, they get to calculate that based
on a measure called current liability that really bears really very
little relationship to economic reality. And it is comprised of both
smooth assets and smooth liabilities, which, again, means that you
are looking at the value of assets averaged over a period of several
years.

So companies are still taking into account the fact that asset
prices used to be higher than they are now, that interest rates used
to be higher than they are now. That does not allow for an accurate
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picture of the financial status of the pension plan at this point in
time.

The other issue I mentioned is credit balances, which is a mecha-
nism, a separate account that companies are allowed to use to
avoid making cash contributions. That is, if there is value in the
credit balance account, they can offset that against actual required
cash contributions. The interesting quirk about that is that credit
balance account is a result of a variety of things, but if they paid
more than minimum contributions in the year past and they get to
assume that interest is assumed on those assets.

But even if, in the interim, the asset values have fallen substan-
tially, so the plan has become more underfunded, that credit bal-
ance still remains. And that is exactly what happened when I men-
tioned United Airlines pilots’ plan, which is a matter of public
record, which was substantially underfunded in the year 2000 and
has become substantially more underfunded. But because of the
availability of credit balances, the company did not have to, legally
under the ERISA rules, put any cash in in 2000, 2001, 2002, 2003,
2004, and will not have any monies owed until actually the end of
2005.

Mr. COSTELLO. I think, Ms. Hecker, on one of your charts—Mr.
Belt, I want you to address this, if you would—one of the charts
you indicated in the years when the legacy airlines were making
money, they were not making contributions to their pension funds.
My understanding is that the current law prohibits prepayments
for future years into the pension funds. Is that correct?

Mr. BELT. Not quite correct, Mr. Costello. There are limits under
current law on the amount of tax-deductible contributions that can
be made into a pension plan, the maximum contribution limit. One
of the Administration’s proposals is in fact to raise the maximum
contribution level to provide additional incentive for companies in
good times to put additional monies in the pension plan to buffer
against bad times.

While we do support that additional flexibility, the fact of the
matter is in the vast majority of instances companies have not
bumped up against the maximum contribution limit. And that var-
ies from company to company, obviously, but for the system as a
whole that is true. And the airlines themselves are very differently
postured in that way. Some airlines and some of the legacy air car-
riers did, for a period of years, bump up against the maximum con-
tribution limit.

If you look at a different set of years, either before or after that,
that wasn’t true, but in some years they did bump up against the
maximum contribution limit. There were other legacy carriers that
over the same period of time never hit the maximum contribution
limit in any year for any plan.

Mr. COSTELLO. Last question—I have run out of time, but hope-
fully we will have an opportunity to come back—for you, Ms.
Hecker. You indicate in your testimony that the very presence of
the PBGC insurance may have created a moral hazard for incen-
tives to not properly fund pensions, and I wonder if you might
elaborate on that.

Ms. HECKER. The very availability of this program, in our view,
changes the incentives. There are indications, we don’t have smok-
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ing guns. You have an example of the machinists having their pen-
sions increased at United 45 percent six months before United de-
clared bankruptcy. Now, it is true there is a phase-in and, in fact,
those didn’t have the effect that on their face they might have.
There appear to be indications that when you know you can have
certain obligations taken over by the government that there is less
funding and less commitment to those obligations.

Mr. COSTELLO. And, hence, that is why you made reference to
going through cash, burning money?

Ms. HECKER. Well, the reference to burning money is that they
are losing money through operations. They are not generating net
cash. So that cash balance is in fact part of it is coming from in-
creased borrowing and leveraging, and there is an end to that.

Mr. COSTELLO. And there are those who would suggest that some
of the legacy airlines are attempting to get rid of whatever cash
they have in order to file under Chapter 11. And you indicate in
your testimony there is no clear evidence that the airlines use
Chapter 11 bankruptcy protection that has harmed the industry. I
wonder if you might comment on that.

Ms. HECKER. Well, the two presumptions are that they create
extra capacity in the industry, and the second one is that they lead
by lowering prices because they have been able to lower their costs.
We found no evidence of either. We did the analysis I showed you
about the capacity, how none of the bankruptcies or liquidations ac-
tually led to a turn-down in capacity, that in fact it kept going up.
It was only recessions that led to reductions in capacity.

Basically, as soon as an airline fails, somebody else picks up the
capacity. We did specific studies of specific markets that is in my
written statement. In addition, there is a modest amount of aca-
demic research, and those are cited, and they found the opposite,
that these carriers in bankruptcies are not price leaders, that the
price leadership is coming from the low-cost carriers.

So we just didn’t find the evidence that in fact bankruptcy was
ever a first choice. We consistently heard that it is a last resort,
that you lose control and that it is not a preferred model, and that
was our observation.

Mr. COSTELLO. Mr. Chairman, thank you.
Mr. KENNEDY. [Presiding] Mr. Porter?
Mr. PORTER. Yes. Thank you, Mr. Chairman. And I thank the

panel for being here.
I have really a three-part question for you, Mr. Belt, all related.

It has to do with your authority and any possible changes. What
existing authority do you have to deal with the situations that we
have been discussing today? Is it possible to make changes to your
authority to accomplish a similar end? And, if so, what specific au-
thority would you need? So it is what authority do you have to deal
with it today; what changes should we make, if necessary; and
what authority would you need?

Mr. BELT. I am not sure quite where to start on that issue, it
is a fairly broad one. I think it is fair to say that the PBGC has
a rather limited set of tools and authorities to respond to market-
place changes and risks posed to the pension insurance plan com-
pared, for example, to a private sector insurer, but some of that is
statutorily based.
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For example, if a company does not pay premiums or does not
make contributions to its pension plan, I can’t decline or deny in-
surance to them, I still have to cover them. Our tool sets are also
fairly limited relative to other Federal insurers like the Federal De-
posit Insurance Corporation that has a much broader range of ca-
pabilities to protect the interest of the banking system than does
the Pension Benefit Guaranty corporation.

One of the areas where we encounter great difficulty is one al-
luded to by Mr. Ehlers, which is bankruptcy. There is no question,
an inherent tension between ERISA (the Employee Retirement In-
come Security Act) and the Bankruptcy Code. And where a lot of
these issues actually come to a head is when companies are in
Chapter 11. They serve very different purposes. The interest of the
Bankruptcy Code and the judge are to have the company emerge
successfully from Chapter 11. And to the extent that they are
weighing equities, the stakeholders that they are looking at are the
creditors in the company, and first among equals there are the se-
cured creditors, and we are a general unsecured creditor.

There are other issues that arise in the bankruptcy context as
well. The bankruptcy judges really simply are not attuned, by dint
of their responsibilities, to the interest of participants, workers and
retirees, to the premium payers whom we are supposed to be re-
sponsible for, as well as the taxpayers. We are supposed to be self-
financing.

One of the proposed changes in the Administration’s proposal is
to give PBGC the authority to be able to enforce liens in bank-
ruptcy. And the situation that arose was one that, again, using
United as an illustrative example, last summer the company was
in Chapter 11, in bankruptcy, and they failed to make a $74 mil-
lion payment that was required by law under ERISA. Now, if they
weren’t in Chapter 11, if they weren’t covered by the Bankruptcy
Code, PBGC would be able to step in, the lien would arise by the
operation of law, and we would be able to enforce that lien and
have a security interest against the company.

But under the Bankruptcy Code there are automatic stay provi-
sions that kick in. And the lien arose, but we weren’t able to do
anything about that. It didn’t give rise to a security interest, we
stayed as a general unsecured creditor. So there was no practical
consequence whatsoever to United skipping that pension payment
that was required by Federal law under ERISA. That is another
example of something that we think would be very useful on a go-
forward basis.

Mr. PORTER. Mr. Chairman, to follow up.
So to have that specific authority to follow up in those cases, that

is some of the authority you think you should have or do you have?
Mr. BELT. No, we do not have that authority in the bankruptcy

context, and that is part of the Administration’s proposal. As I un-
derstand it, it is not in the bill that is being marked up in the
House Education and Workforce Committee.

Mr. PORTER. Now, are there some tools available to you that you
currently have to deal with this situation?

Mr. BELT. The principal tool is to actually step in to terminate
a pension plan. And it is an action that PBGC has taken and will
take in extraordinary circumstances, when such action is necessary
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to protect the interest of the pension insurance program as a
whole, and balancing the interests of all the stakeholders.

But it is obviously not a desirable option, and it is one that we
do not take lightly because there are adverse consequences. If we
step in to terminate an underfunded pension plan, then the work-
ers and retirees lose; they stop accruing benefits, they may lose
benefits because of the guaranty limitations. We take the liability
on our books. Somebody has to pay for that, that is the other pre-
mium payers in the system or ultimately, potentially, the taxpayer.

But in some cases that action is necessary when the company is
no longer supporting the pension plan. They are not putting any
additional assets in the pension plan, they either don’t have the
ability to do so or are not willing to do so, and the liabilities con-
tinue to accrue each and every day that that plan is still out there.

So to protect the interests of the stakeholders as a whole, all the
people that we are responsible for cutting benefit checks to in plans
we have already taken over, as well as the premium payers and
the taxpayers, we sometimes have to step in to terminate that pen-
sion plan, notwithstanding the fact that it has adverse con-
sequences for the participants in that particular plan.

Mr. PORTER. And I know we were called away to a vote, but if
I understand correctly, you stated that even in the good years
United chose not to fund as they could have, from 2000 through
today, correct?

Mr. BELT. That is true not only with respect to United, but the
vast majority of companies that sponsor defined benefit plans could
have put more money into their pension plans, above the minimum
amounts that were required by law, and many of those companies,
as we have talked about, took advantage of other loopholes in the
funding rules—the way you calculate assets and liabilities and
credit balances—to not put money in when they could have done
so.

Mr. PORTER. I represent the community of Las Vegas and, of
course, we feel a partnership between the airlines and their em-
ployees and, of course, our customers that are traveling on the air-
line industry, and I appreciate your comments today, and I know
you are having to make some pretty decisions. But we appreciate
what you are doing. Thank you.

Mr. KENNEDY. The gentleman’s time has expired.
Ms. Tauscher?
Ms. TAUSCHER. Thank you, Mr. Chairman.
I don’t think we have to look farther than this room to figure out

who is responsible, at least in part, for the mess that we are in
right now. When I was a small child, I spent 14 years on Wall
Street, and prior to September 11th I think many of us were deeply
concerned about what we considered to be unsustainable business
models for especially the legacy carriers. And then after September
11th we created an airline stabilization board, who clearly have
never scrubbed the books and still do not understand the ongoing
practices of many of these airlines, and they certainly have not
alerted Congress.

If American workers are working hard and playing by the rules,
they believe they have laws that protect them. And we have been
asleep at the switch. As much as there was an intelligence failure
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in many different ways on September 11, this is an example of a
major, major oversight failure by Congress. We have got to get this
right.

Mr. Belt, your testimony should say to anybody with a defined
benefit plan to run not walk immediately to their executive row
and demand that their CEO show them the books of their pension
plan. This is not just about our friends in airlines industry. As you
have testified, Ms. Hecker, there is a panoply of industries that are
egregiously not only underfunding and not doing the right thing,
but we have got laws that are incongruent with responsibilities, we
have got Enron accounting. You have to have a Ph.D in accounting
to understand ERISA to begin with and then you have got
complicit with that a number of other basic gap rules that allow
companies to slip the noose day in and day out.

And what we now find when we have lifted up this rock is a com-
plete nightmare. What disturbs me is that we still apparently are
not getting it right. We should be having hearings day in and day
out, Mr. Belt, to provide you with what you need so that we at
least have a sense from today going forward that we have a PBGC
that is at least breathing.

Mr. BELT. Please do not invite me every day. I have done this
eight times in the last two months.

[Laughter.]
Ms. Tauscher. Well, you are very popular, and we know why. I

do not really have any questions for you because I am right now
trying to control my blood pressure. I am stunned that knowing
what we knew after September 11, many of us believed that we
had to have a much more activist airline stabilization board. I have
been a constant critic over what they have done on these bank-
ruptcies, in and out, not supporting them, forcing people to write
business plans day in and day out while they are hanging by a
thread.

Now what we find is that they did not even scrub the books
enough to understand that it was not just the business models and
trying to fix a few weeks of having a ground stop. There was an
overwhelming lack of responsibility in many different quarters, not
only bad business models and things that were not going to work
in the long term, but that there was fundamental funny business
going on.

Mr. Belt, at the minimum, these plans need to mark to market,
no more smoothing, that is crazy. At a minimum, everyone that is
a beneficiary and paying into one of these plans needs to be noti-
fied by mail immediately once the company decides not to live up
to their obligations. That I think will send a shock wave around the
country in every boardroom.

What I do not understand is how one of the big carriers who was
effectively owned by their employees, whoever those board people
were representing the pilots and everybody else that helped that
airline stay above water for a few hours should basically be taken
to the woodshed because they were not doing their fiduciary re-
sponsibility to understand that one hand was not doing what the
other hand thought they were doing and that they were complicit
in allowing this to go on.
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So there is a lot of blame to go around I believe in this room.
We need to take responsibility and we need to act now, Mr. Chair-
man, to get this right. This is absolutely heinous. Americans need
a Congress that is going to make sure that the laws are as respon-
sible to them as they are responsible to themselves and their fami-
lies and to this country to work hard and play by the rules. When
they play by the rules, we have to have laws that protect them, and
we obviously do not. Thank you, Mr. Chairman.

Mr. KENNEDY. The gentlewoman yields back her time. Mr.
Ehlers.

Mr. EHLERS. Thank you, Mr. Chairman. First a specific question
before I ask a more general one. Ms. Hecker, in your report you
have this fascinating chart: Legacy airlines could have contributed
more to plans during profitable years. My first question, did any
of the airlines contribute less than they were legally required to
contribute?

Ms. HECKER. I do not believe so. It all goes to these smoothing
and these credit rules, so that even though most of them were not
contributing anything for many of those years, it was in full com-
pliance with the rules. I am sure Mr. Belt can tell you better.

Mr. EHLERS. That is what I thought. I just wanted to check be-
cause I wanted to make sure you are not saying that they were ir-
responsible or violating the law. And it is clear they did not violate
the law. Now, I noticed you just quoted the source for this as PBGC
and DOT. Did you check with any of the airlines to verify the fig-
ures that you had on this to make sure that they were accurate?

Ms. HECKER. No, we did not.
Mr. EHLERS. Okay. And as far as individual airlines are con-

cerned, did any of them make more than the minimum amount of
payments during that time period? Did you check that at all to see
which ones contributed more and which ones did not?

Ms. HECKER. We have some information but it is actually sum-
marizing a study that Mr. Belt’s staff did.

Mr. EHLERS. All right. Maybe Mr. Belt can answer. I have the
understanding that Delta paid more than the minimum and I be-
lieve Northwest did too. Is that correct or incorrect?

Mr. BELT. I do not have the figures, but we can certainly get
them to you as to whether they paid more than a minimum. There
are certainly some of the legacy carriers that in some years with
respect to some plans bumped up against the maximum contribu-
tion limit. That is, they could not have put in any more on a tax
deductible basis.

It is also true, for example, with one of the legacy carriers, that,
as far as we could ascertain, over a several year period with re-
spect to each of their plans they never bumped up against the max-
imum contribution limit. There were some companies, for example,
you mentioned one of them, that if you looked from the period 1997
to 2002, there were years when they could have put in as much as
$3 billion more than they did in an individual year and not bumped
up against the maximum contribution limit.

Mr. EHLERS. All right. If you could send me that information, I
would appreciate it. It would be interesting to see that.

My point is I just want the facts. I do not want to cast aspersions
where they should not be cast, but I am willing to cast them where
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they should be cast. But I want to have the facts to make sure it
is clear who did what and not just lump them together.

The second question is a more general one, and is again ad-
dressed to both of you. During my opening statement I made some
comment about the need to rewrite bankruptcy laws at the same
time we rewrite the pension laws. I would appreciate any com-
ments that either of you could offer on that, in particular as to
which you think we should be looking at changing in the bank-
ruptcy laws to make it match better with the PBGC requirements
and the new pension bills that are being offered just to make sure
they mesh appropriately and we do not find ourselves in the same
situation ten years from now because we reformed one and not the
other.

Mr. BELT. If I can take that first. As I just discussed with Mr.
Porter, one of the elements in the Administration’s reform proposal
is to give the PBGC the ability to enforce a lien in bankruptcy for
missed contributions. We think that is critically important so as to
avoid the situation that arose with United last year when they
failed to make a contribution that was required by Federal law, the
Employment Retirement Income Security Act, but the Bankruptcy
Code, the automatic stay provisions, ended up trumping that and
there was no practical consequence to that. My understanding is
that is not in the bill that is being marked up in the House Edu-
cation and Workforce Committee, it was marked up at Subcommit-
tee level today. The Administration does believe that is an impor-
tant element of reform.

There are a host of little but frustrating and vexing issues that
tend to crop up all the time with respect to PBGC and pose an on-
going litigation risk because of the tension between ERISA and the
Bankruptcy Code because they serve very different purposes. One
of which is, for example, under ERISA, we are supposed to cal-
culate the value of a claim in a particular way using a certain dis-
count rate methodology. But that is not written into the Bank-
ruptcy Code. So bankruptcy judges, depending on what jurisdiction
they are in, will use very different ways for calculating liabilities.

In a recent case where we lost, the company was able to argue
that the prudent investor rule, and assuming that the participants
wanted actually to invest in the debt securities of that company,
what they would have to be compensated to do that, and therefore
that is the appropriate discount rate to use. The consequence was
a 9.7 percent discount rate used in that instance which valued our
liability from 100 cents on the dollar to almost nothing. But that
is an issue that is out there that is a litigation risk and depends
on what jurisdiction you are in and it is a disconnect between what
is in ERISA and what bankruptcy judges look at.

Another example arose in the United Airlines context particu-
larly with respect to the flight attendants. ERISA says that the de-
termination of whether a plan can be off-loaded onto the federal
pension insurance program in bankruptcy using the distress termi-
nation process has to be done on a plan-by-plan basis. At least
ERISA speaks of a plan in the singular. But we just recently had
in a Kaiser Aluminum case a court decision that said do not mind
that, the company is able to look at the plans in the aggregate, can
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they afford all of their plans in the aggregate, they do not have to
look at it on a plan-by-plan basis.

So there are a host of things like that that tend to arise because
of the disconnect between ERISA and the Bankruptcy Code. And
the bottom line is if bankruptcy judges do not find it in the Code,
then they tend to discount it even if you find it elsewhere in federal
law.

Mr. EHLERS. So you would agree then with my comment that we
should be working on reforming bankruptcy law as well as the pen-
sion law?

Mr. BELT. There are certainly some changes that could be made.
But there are obviously trade-offs in a balancing of interests that
could better protect the interests of the pension insurance program
relative to current law.

Mr. EHLERS. And if you would be kind enough to put that in
writing to me and the Committee also, that would be helpful.

Ms. BOVJBERG. Mr. Ehlers, may I jump in for a moment. I know
that the Government Accountability Office is on the record as say-
ing that we should consider better aligning the bankruptcy law and
ERISA for these purposes, this is from a pension perspective,
where I come from, but that we also think that if you did that you
could take some measures that would better protect the Govern-
ment’s insurance program and the participants it insures. I know
that David Walker, the Comptroller General, has offered to work
with Education and Workforce on some of these issues, and we
would be happy to do that.

Mr. EHLERS. And I would appreciate, you said it is on the record,
if you could send me that as well, I would appreciate that.

Mr. KENNEDY. The gentleman’s time has expired.
Mr. DeFazio.
Mr. DEFAZIO. Ms. Hecker, just on the legacy airlines and the cost

chart, I would just like to refer back to that for a minute because
your prognostication here or the conclusions one would draw from
some of your materials is a very grim future for the industry, and
legacy carriers in particular.

I assume the fuel and oil advantage, I guess part of it is they
have cash to buy hedges or futures but also some of those hedges
and futures are going to be less advantageous given the current
run-up in prices than they were in the last year or two for profits.
So that one may narrow.

Labor, I would assume that even the non-legacy carriers have
systems of seniority and/or graduated pay scales so that the longer
you are there the more you earn, and I would assume that perhaps
some of that labor advantage is going to go away plus a lot of the
give-backs that we have seen.

Then when I look at pensions, I met recently with a legacy car-
rier with some other Members and they said that United is doing
away with defined benefit pensions but they are going to defined
contributions, and basically, this legacy carrier we talked to, their
defined benefit is only one-half of one percent difference of payroll
as opposed to the defined contribution, but theirs was not in as bad
shape as United and then I do not know about others. Is there not
some probability that 2.7 cents is going to narrow because of
events?
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Ms. HECKER. Well, we have not seen it. The fuel difference actu-
ally has consistently had the legacy carriers having higher unit fuel
costs. They have older planes, they are less fuel efficient planes,
and they do not have the money to get new planes. On labor, low-
cost carriers tend to have often a younger workforce, just the demo-
graphics of the workforce, they have far more flexibility in the
rules, and so there is substantially greater labor productivity.

I do not think that is naturally converging. And the pension
issue, the low cost carriers from the get-go went with defined con-
tribution. So I am not sure that our analysis would support that
they are converging.

Mr. DEFAZIO. Okay. So then absent that, you are basically pre-
dicting the demise of one or more of the legacy carriers until such
a time as there is some kind of return to so-called pricing power
and fares can go up enough and capacity is strained enough even
with the non-legacy carriers that people could raise prices and they
might stop hemorrhaging?

Ms. HECKER. We do agree that it is very likely that some of the
legacy carriers will enter bankruptcy and terminate.

Mr. DEFAZIO. And what does this say about the future of a sys-
tem of universal air transport for the United States of America?
And what does it say about whether or not we should revisit the
deregulation and consider whether or not, at least in certain mar-
kets, the only way we are going to be able to provide air service
is with some sort of limited form of regulation?

Ms. HECKER. There is absolutely a role for network carriers. The
model that creates such efficiency for low cost carries, as we know,
is based largely on the point-to-point service. Network carriers pro-
vide broader coverage, they provide a distinct service, and they pro-
vide online connectivity around the world, and they are the inter-
national carriers. We do not have low cost carriers for the most
part providing any international service. So there is a distinct serv-
ice that legacy airlines are providing.

The problem is that they are not getting the premium that is
covering the differential costs they have. So the restructuring that
is still needed is not so much to converge, but to get the cost dif-
ferentials to a level where they can make it up in yields.

Mr. DEFAZIO. But what you are saying is the market, in a de-
regulated market, in a cut-throat market, does not value
connectivity or a universal air transport system. It does not lead
to that. It leads to the most efficient, cheapest way of providing
service, which might well be something that says everybody in the
Northwest will drive to Seattle to get on a plane, everybody in Cali-
fornia will drive to Los Angeles or San Francisco to get on a plane
because that could be really efficient for the carriers because they
just provide point-to-point from those areas, and so no more Fres-
no, no more Sacramento, no more Eugene, no more Tacoma, sorry,
not Tacoma, that is Seattle, but no more whatever.

Ms. HECKER. But it is not some objective model. These are con-
sumers making decisions and that is really that so-called South-
west effect where people are choosing, preferring, even if they are
near a small or community airport, they prefer to drive three, four,
five hours for that lower cost.
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Mr. DEFAZIO. But not business travelers. So the business travel-
ers are all going to go to microjets? How are we going to continue
to have a universal system that serves the business community and
the leisure traveler which can involve a four or five hour trip to
save a hundred bucks, although with gas prices, who knows, it is
probably going to have a bigger differential to save these days.

Ms. HECKER. I do not think I have the crystal ball of how the
market and the various segments of this market will evolve. But
I do think we have seen tremendous innovation and tremendous
benefits to consumers, to communities, and to growth.

Mr. DEFAZIO. Not to communities who lose their jet service or
regular business service. It is kind of an economic disadvantage. I
mean, sure, if you have got a hub, take advantage of it. If you have
got some competing airlines, great. But if you happen to be one of
these second tier airports, well, too bad, you used to have air serv-
ice, now, if you want to attract a company just tell them they have
either got to have their own jets or their executives are going to
drive for four hours to the nearest airport. It is not going to work
for most of America.

Mr. KENNEDY. I would say the gentleman’s time has expired.
Mr. Westmoreland.
Mr. WESTMORELAND. Thank you, Mr. Chairman. Ms. Hecker, let

me get this straight in my mind. If an airline goes bankrupt, files
Chapter 11, do they get to jettison their pensions?

Ms. HECKER. With the approval of the bankruptcy court.
Mr. WESTMORELAND. So it really depends on the bankruptcy

court. And is that determination made about how much of that
pension they can jettison or how much the Federal Government is
going to be responsible for?

Mr. BELT. If I might answer that. The discretion is ultimately in
the bankruptcy judge’s hands. The standard is whether the com-
pany would be able to successfully emerge from Chapter 11 with,
and the issue we just talked about, one or more of its plans in tact.
That is the process that exists under ERISA and the Bankruptcy
Code right now.

Mr. WESTMORELAND. Okay. Now, have any of them emerged out
of bankruptcy and taken up the pension plans or a part of the pen-
sion plans?

Mr. BELT. My apologies, I did not really finish the answer to
your question. The process that courts use is actually an all or
none proposition. It is a binary proposition right now. There is no
mechanism available under current law for the bankruptcy judge
saying, well, you can afford 50 percent of your pension obligation
and you have to maintain the other 50 percent. It is you terminate
the pension plans and they turn them over to PBGC, or you main-
tain them. So that kind of slicing the baby, as it were, is an option
that is available under current law.

Mr. WESTMORELAND. So if I am hearing you correctly, if they file
Chapter 11, get rid of their pension plans, come back out of Chap-
ter 11, they have no obligation for those pension plans?

Mr. BELT. That is correct. That is the general construct of bank-
ruptcy law, which is the fresh start. Now, we talked a moment ago
about the inherent tension between ERISA and the Bankruptcy
Code. There is a provision in ERISA under current law which gives
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the PBGC the authority to restore a pension plan in changed cir-
cumstances. We have done that in one instance where a company
was still in bankruptcy.

The interesting question that is presented is, let us say an air
carrier or somebody else emerges and becomes healthy several
years down the road, can the PBGC step in and say now that you
can afford this you have to have your plan back, you are supposed
to restore it to the pre-termination condition. And it is not clear
that can be done. And it is also not clear that that authority sets
well with the basic construct of the bankruptcy code, which again,
you expunge your debts and you get a fresh start.

Mr. WESTMORELAND. So the basic answer is that if they file
Chapter 11 they can jettison their pension plan and not be respon-
sible. And whether they are eventually responsible or not, it is kind
of cloudy or unclear as to what maybe our laws might change.

Mr. BELT. The one thing I would note in that regard, that may
be where you end up, that we would vigorously make the case to
the bankruptcy court, if the facts and circumstances suggested this
was the case, that if the pension plans were affordable or the com-
pany could obtain exist financing and still maintain those pension
plans, looking at relevant cash flow and credit metrics, and we will
hire financial advisors and investment banks to help us make that
case, as will the company. But we will vigorously argue in appro-
priate circumstances in the bankruptcy court that the company
does not meet the distress termination standards; that is, they
should maintain one or more of their pension plans. Ultimately, we
do not make that decision, however, we can only make our best
case to the bankruptcy judge and we may need to make an evalua-
tion as to how the judge is likely to rule at the end of the day.

Mr. WESTMORELAND. Earlier when I think the Chairman asked
you a question about extending the payments five, seven, twenty-
five years out, you made the comment that we need to strengthen
these and not weaken the amount and that this could cause bad
behavior with companies. What worse behavior can you get some-
body to do than file bankruptcy, file Chapter 11, jettison their pen-
sion program, and then go back in business?

I am missing something. I know I am a little slow, but to me that
is rewarding bad behavior and that has been kind of a line that
we have fallen into. So rather than really honoring somebody who
wants to do their best to keep their pension going and to partici-
pate and to keep money in that fund, whether they are doing it in
two years or four years or twenty years, I think that is something
good.

I think that is somebody trying to do good, rather than doing, as
Ms. Hecker talked about, when 60 days or whatever it was before
one of the airlines filed bankruptcy they increased the benefits 45
percent or whatever. To me, that is rewarding bad behavior. I
think when somebody is trying to work out their problems and try-
ing to do the right thing, we need to be of assistance to them and
not really make a comment that we are trying to reward bad be-
havior. You can answer that if you want to. But if not, Mr. Chair-
man, that is my last comment.

Mr. KENNEDY. The gentleman’s time has expired. Mr. Pascrell.
Mr. BELT. Mr. Chairman, if I may.
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Mr. KENNEDY. You may answer. I am sorry.
Mr. BELT. Thank you. I think a couple of points to note in that

regard. There is no question, I want to wholeheartedly agree with
you, that current law leads to bad outcomes. We have seen that
manifested in what is happening to the airlines industry, what
happened to the steel industry, and perhaps that could happen in
other industry sectors.

And when companies enter bankruptcy, off-load their pension
plans, and then are able to emerge successfully, everybody loses—
workers and retirees lose; other companies that have acted respon-
sibly lose, they lose because they may have to pay higher premiums
to cover those costs, they may lose because they are competing
against a company that now has lower labor costs than they do; the
system loses because the Government is subsidizing the ongoing
labor costs of a company for as long as that company is around;
and ultimately the taxpayer may be at risk. So there is no question
there needs to be a better way.

There is a better way. The better way is to make sure that com-
panies fully fund their pension plans on an ongoing basis. There is
nothing from a governmental perspective in my view that we can
or should do to change the business cycle; companies’ business
models are going to come and go, companies are going to occasion-
ally fail. I am not sure we can or should do something to change
that.

But what we can and should do something to change is the fact
that if the company sponsors a defined benefit plan, making sure
there are sufficient assets to cover the promises they have made so
all the other stakeholders do not lose if that company does go into
bankruptcy or it does liquidate. I think that is critically important.

I am also not trying to suggest that we are rewarding bad behav-
ior. The point I was trying to make is there is a lot of moral hazard
in the pension insurance system right now. You have socialization
of private risk-taking, the public sector taking over private risk-
taking. That is a risk in and of itself.

The concern is what message does it send to everybody else in
the system that perhaps is 80 percent funded, 85 percent funded,
that now has to operate under a tighter set of funding rules. In the
Administration’s proposal and in the bill marked up in the House
Education and the Workforce Committee, they have seven years to
make that up. Well, that is going to be an onerous call on cash for
some of them. But that is because they are fairly underfunded
right now.

If we give a lot longer period of time to certain companies, does
that suggest every company that is similarly situated may engage
in behavior to not responsibly fund their pension plans so as to get
the ability to stretch out their pension obligations over a long pe-
riod of time so they can devote those current resources, which if I
were in their hat I would like to do, to other uses, building widgets
and making profits for their shareholders. And I think that is the
trade-off we have to work through.

Mr. KENNEDY. I thank you. Mr. Pascrell.
Mr. PASCRELL. I would like to start with where you just ended,

Mr. Belt. And I want to refer to my friend from Georgia, I think
you hit the nail right on the head. I think you were clear in break-
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ing down to very elemental parts what we are facing. Trade-offs.
You cannot trade-off somebody. You cannot trade off the fact that
we are talking here about a defined benefit that is not guaranteed.
Figure that one out. And you wonder why we have lost—well
maybe you do not wonder why—we have lost our credibility besides
we have lost our way.

In 1974, if I interpret what you are saying, Ms. Hecker, correctly,
ERISA set forth a pension plan and rules were established at that
point, right, in 1974, to define how much a company had to put
away to meet its pension obligations—1974.

So when I hear, in response to my good friend from Michigan
that he is not so sure whether laws were broken, most of the prob-
lems we face down here are irresponsibility within the law. There
is a law, Congress establishes that law with the President, and
then within that law people are finding all kinds of way to get out
of their original obligations. Now, we want to protect and we want
the airline industry to grow. And that industry is really an odd
bird if you look back over the past 30 years.

When you look at pensions, benefits, cost of oil, and working con-
ditions, all of them have been blamed for every downturn we have
ever had in the airline industry. In fact, you can go back to the
early 1980s when the President fired all the air traffic controllers.
The three worst years in the airline industry occurred after that.
It obviously was not the air traffic controllers that were causing all
the problems in the airline industry, was it, Ms. Hecker?

But when I look at this, I want to ask you, if I hear you correctly
about these defined benefits that are not being guaranteed within
the law and now we have proposals from the Administration to
change the pension rules, some of them, I want to ask you a ques-
tion. What do you think are the two most flawed rules dealing with
the very pensions we are talking about today? What do you think
are the two most flawed rules, and what would you recommend we
do about those two rules since the system is not working?

Ms. HECKER. I will ask Ms. Bovjberg who has done this work to
reply.

Mr. PASCRELL. Sure.
Ms. BOVJBERG. In answering your question, Mr. Pascrell, I want

to talk a little bit about why the rules are a certain way.
Mr. PASCRELL. As long as you answer the question, sure.
Ms. BOVJBERG. I will be brief. They are designed for going con-

cerns. They are designed for the long-run. They are designed to
give sponsors flexibility to adjust contributions in response to a
changing environment, to have a certain period in which to do that.
And the presumption is that they will do that and 30 years down
the road they will have the money to pay their pensioners. And if
something unforeseen should occur, the PBGC would be there be-
cause they have paid their premiums to the PBGC.

Mr. PASCRELL. The pension is for the long run, too, besides the
rule.

Ms. BOVJBERG. That is right. That is right. You want to protect
your participants.

Mr. PASCRELL. So what are the two rules that are most flawed?
Ms. BOVJBERG. Credit balances, the use of credit balances. What

we have seen is that this just does not work. When you have a run
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up in the stock market, you have assets that are skewed to stocks
so there is a lot of risk in some of these plans either run up in the
market and then the sudden fall off. The credit balances just do not
work in that situation. That was not something foreseen in pre-
vious Congresses in writing these rules, and it is something that
we clearly need to fix. That would be my number one.

Mr. PASCRELL. And what is the second one?
Ms. BOVJBERG. I think it is really a toss-up in terms of whether

you deal with transparency and disclosure. It is very difficult for
the PBGC and the Department of Labor to regulate pensions when
it is difficult for them to get timely information and accurate meas-
urement.

Mr. PASCRELL. Who do you get that information from?
Ms. BOVJBERG. From the sponsors.
Mr. PASCRELL. And why are they reluctant or why are they so

slow to get the information to you?
Ms. BOVJBERG. Because we say that under the statute they have

over 250 days to report their assets and liabilities on the Form
5500 to the Department of Labor. Now PBGC, as Mr. Belt men-
tioned earlier, can get better information more quickly through the
40-10 process. That is not even available to us at GAO. It is not
available because it is considered proprietary information by law.
We need better information, we need more accurate measurement,
and we need it more quickly.

Mr. PASCRELL. One final question if I may, Mr. Chairman. Do
you think that these pensions should be guaranteed in the same
way that the Federal Government guarantees the dollars I put into
a bank account up to a certain amount of money? Do you think
that is the best way or it is a way, a good way to ensure credibility
where there is much credibility lacking right now?

Ms. BOVJBERG. I am much less familiar with the banking system
and the FDIC than with pensions and PBGC. But I do think that
there is a range of approaches that the Federal Government has
used with insurance. And the pension insurance program is not a
real insurance program the way we operate it. I do think that we
should look at that. Premiums really do not have very much to do
with the risk that a company will go out of business and leave an
underfunded plan, for example.

Mr. PASCRELL. Thank you very much. Thank you, Mr. Chairman.
Mr. KUHL. [Presiding] The gentleman’s time has expired.
The Chair would recognize Mr. Costello.
Mr. COSTELLO. Let me just quickly follow up with two quick

questions and then I will yield the balance of my time to Mr.
DeFazio. To follow up on the gentleman’s question, when you talk
about the 250 days that they have to report, we are talking about
legacy airlines that use different accounting practices and, depend-
ing on the interest rates they are using, it can be very deceiving
if an airline wanted, for whatever purposes they had, to either hide
or disguise or whatever their underfunding of their pension fund.
Is that not true? There is not a uniform standard that must be fol-
lowed.

Ms. BOVJBERG. There is a standard but there is a lot of flexibility
within that standard.

Mr. COSTELLO. And is the flexibility in the interest rate?
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Ms. BOVJBERG. Oh, yes. There is a corridor of interest rates that
you can use. One thing I do want to say. Our funding rules report
where we looked at the 100 largest plans over time and their fund-
ing situation and what they contributed suggested that when com-
panies begin to have financial trouble themselves is when you see
people putting in the most minimal contributions and relying en-
tirely on credit balances and gradually becoming underfunded.

Mr. COSTELLO. So the issue of the interest corridors is an issue
that you would recommend has to be addressed as well?

Ms. BOVJBERG. Yes. And it must be addressed because the same
law that provided the DRC clause for the airlines that expires at
the end of the year also temporarily altered the interest rate for
those calculations.

Mr. COSTELLO. Thank you.
Mr. Belt, a final question, and then whatever time I have I will

yield to Mr. DeFazio. I see the Chairman is back and maybe he will
yield to him a full five minutes after I am finished. Mr. Belt, on
the issue of the legacy airlines and the point that Mr. DeFazio
made earlier about what we can expect in the future with those
airlines that have not gone into bankruptcy, as a practical matter,
if you are the CEO of airline A and I am the CEO of airline B, air-
line A files under Chapter 11, they are allowed to take their em-
ployees and their pension obligations and put them in the PBGC,
and I am airline B, you certainly have a competitive advantage
over me because I am still funding my defined pension plan, you
no longer have the obligation to do that, you can set up a 401(k)
or whatever you choose to do.

So as a practical matter, when we take an airline, if it is United
or whoever it may be, U.S. Air, or any other airline, and they go
to the PBGC because the bankruptcy court allowed them to do so
and put their pension obligations on the PBGC, it presents major
problems to the remaining airlines who have defined plans. Is that
not correct?

Mr. BELT. It certainly does present a competitive pressure issue.
Although as Ms. Hecker noted in her testimony, it is one of many
cost elements or cost pressures facing a company.

Mr. COSTELLO. Sure, 17 percent, one-sixth. But all of these leg-
acy airlines are very, very close to the margin. So if you offer them
relief in the area of 16 or 17 percent of their revenue or somewhere
in that area, it can make a difference.

Mr. BELT. That may be the case. I might suggest, Congressman,
that the situation is not a homogenous one; that is, the financial
status of the pension plan as well as the plan sponsor is different
for each of the legacy carriers. Certainly, I am not an expert in
this, as Ms. Hecker is, but if you read industry analysts, Wall
Street analysts and others, they will suggest that the condition and
the issues that are facing Delta versus Northwest versus American
versus Continental both with respect to their overall business con-
ditions, the degree of leverage in the company, their costs, their
revenues, as well as their pension obligations are distinct from one
another.

Mr. COSTELLO. When we talk about pension obligations and we
use the one-sixth or approximately 17 percent, whatever it may be,
are we talking about health care benefits as well? We are not, are



34

we? So if a legacy airline files bankruptcy and this 17 percent of
their overhead, so to speak, they are able to shed that by putting
it into the PBGC, they also are getting rid of health care costs as
well that my CEO of airline B has to continue with the defined
benefit plan plus the health care for my retirees.

So that adds an additional element onto the cost and the com-
petitive advantage of the airline that goes into Chapter 11 and
dumps their obligations on the PBGC versus airline B who is try-
ing to continue under the defined plan and to take care of their re-
tirees with both pensions and health care. Is that not correct?

Mr. BELT. Of course, we do not insure health care benefits. That
is something that would be covered by the collective bargaining
agreement in a unionized context, and then it is ultimately a mat-
ter of whether the bankruptcy judge allows them to abrogate the
collective bargaining agreement. They usually try to force manage-
ment and the unions to sit down and negotiate out solutions or res-
olution of issues and you often see that happen at the last minute
before the 1113 process begins.

Mr. COSTELLO. Let us take an example of U.S. Air. They went
through the bankruptcy process. No longer do they have obligations
to their defined benefit plan. Do they have obligations to their re-
tired employees for health care costs? The point that I am trying
to make is when we say that we are only talking about 16 percent
of the operating cost or the fixed obligations, you have got a health
care component here as well that is a substantial obligation that
they are able to shift and get away from as well.

Mr. BELT. I simply do not know, perhaps GAO does, as to wheth-
er or not part of the agreements they have reached with their var-
ious unions whether they are paying health care benefits. I think
clearly to have a workforce, to have people be willing to come to
work, you have to provide at least some level of wages, you have
to provide some level of benefits whether it is a DB or a DC, and
probably some level of health care benefits. But that is something
that is ultimately negotiated between the management and the
workforce, and I simply do not know in the U.S. Airways context
what level of health care coverage they provide.

Ms. HECKER. Perhaps we can supply something for the record to
clarify that.

Mr. COSTELLO. The only point I am trying to make is that the
17 percent or the one-sixth is misleading. There are other obliga-
tions that they are able to walk away from in the area of health
care. Mr. Chairman, thank you.

Mr. MICA. [Presiding] Thank you. Mr. DeFazio.
Mr. DEFAZIO. Thank you, Mr. Chairman. To Mr. Belt, on the pre-

vious line of questioning about companies emerging from bank-
ruptcy becoming subsequently healthy, or the fact that you ad-
justed a settlement with a company because of conditions in bank-
ruptcy. As I understand it, you have got some sort of equity basis
negotiated with United in order to sign off on accepting the obliga-
tions of United.

Could you have a contingency that would say should this com-
pany emerge in the future they would be required to restore some-
thing beyond your guarantees and/or, on the other side of the equa-
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tion, that they would be required to replace some of your guaran-
tees?

Mr. BELT. Theoretically, yes. I think the practical question, Con-
gressman, would be whether to put such an agreement in place the
company would enter into such an agreement, or if such an agree-
ment was in place they would be able to obtain exit financing and
be able to emerge from the Chapter 11 process. That is the thorny
issue in all of these situations.

Mr. DEFAZIO. Right. So basically the employees are always going
to get screwed. Because when you go for exit financing they will
say, oh, wait a minute, we will pay for your planes, we will give
you some money to buy fuel, we will give you some money for the
CEO’s golden parachute, but I am sorry, we are not going to give
you any exit financing to meet your pension obligations for your
employees. Is that not basically the way it is working?

Mr. BELT. That was an issue that actually arose before. Earlier
on in the United process we actually objected to a provision of the
debtor in possession financing agreement, this was going back last
year, that could have been read to say, and this is what the com-
pany said was imposed upon them by the debtor in possession lend-
ers, do not put any of the money we are giving to you into the pen-
sion plan. And the company used the word it would be ‘‘irrational’’
from our standpoint, and this was in the information brief filed by
the company, to put money into the pension plan. And I guess from
a pure business financing perspective, that is perhaps the case.

Mr. DEFAZIO. Right. So basically the employees and PBGC are
going to be the losers in every one of these bankruptcies.

Mr. BELT. That is why I suggest that there are bad outcomes
given the way the current law works.

Mr. DEFAZIO. But you do have that theoretical negotiating au-
thority. Would that need to be strengthened? Could we put a re-
quirement on you that you attempt to negotiate those kinds of pro-
visions? Could we put some sort of requirement on a bankruptcy
judge that those things be looked upon favorably in order to pro-
vide future Federal bailouts of PBGC?

Mr. BELT. Along the spectrum right now you kind of have the bi-
nary outcomes, it is either an all or none proposition. And it seems
to me that there might be some way to look at some possible mid-
dle ground. I mean, certainly any other lender, GE or anybody else,
is willing to have a conversation with the debtor about restructur-
ing an obligation on certain kinds of terms.

But I think one would need to be careful about how much is
mandated or imposed, whether you actually throw the baby out
with the bath water because you may forestall the ability to ever
emerge and obtain exit financing. Again, that is part of the consid-
eration of what is the Bankruptcy Code intended to do, which is
outside my bailiwick.

Mr. DEFAZIO. For average consumers now or at least some con-
sumers, we have said you cannot discharge your debts, you are
going to pay forever to the credit card companies. Companies get
a different leeway here when it comes to their pensions I guess.

Just one other question, and I know this is a policy area. Do you
have any numbers on what it would cost if the pilots did not take
a hit because of the fact that they cannot work past age 60 and
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they have to take a mandatory hit in their guarantees? You are
going to reduce your guarantee because they cannot work to age
65, which is the point at which you would give your maximum
guarantee, and/or have you ever looked at say a flight attendant
who has got 30 years, who is fully vested, who is 53 years old, now
you are going to have to say you have got to work to 65.

Has there ever been any review, discussion, or numbers on the
fact that this is kind of a bad system where you are saying to peo-
ple who have 30 years and they are in a stressful and difficult job,
well, you have got to work until you are 65, or someone who has
to retire at age 60 that you have got to work to 65 or reduce your
guarantee?

Mr. BELT. We have our chief policy actuary here, Dave Gustaf-
son. I do not know if he thinks those numbers can actually be cal-
culated, and I invite him to answer that, as to whether it could be
calculated so we can provide information for the record.

Mr. DEFAZIO. Yes. There are some issues of equity there.
Mr. BELT. I would note again, everything is ultimately a set of

trade-offs. Our losses are
Mr. DEFAZIO. Right. I understand. But it is people’s lives. Is

there anything available now?
Mr. GUSTAFSON. We have not done anything so far. But it is

something that we could provide an estimate for.
Mr. MICA. Someone is going to have to repeat that into the

record.
Mr. BELT. Our policy actuary just noted that is he believes infor-

mation that could be provided for the record that we could esti-
mate.

Mr. DEFAZIO. Okay. Thank you. Thank you, Mr. Chairman.
Mr. MICA. Thank you. Long-waiting Mr. Price, you are recog-

nized.
Mr. PRICE. Thank you, Mr. Chairman, and I once again want to

thank you and the Ranking Member and the entire Committee for
the opportunity to be with you. I just want to ask a couple of quick
questions of Mr. Belt. The pension funding act of 2004 provided
temporary reduction in the deficit reduction contribution schedule
for the airline industry. That expires at the end of this year, as was
stated. That was meant to be temporary, was it not, to allow time
for a permanent solution to be found? It was not meant to be a per-
manent solution, was it?

Mr. BELT. That is correct. The anticipation, and I was not at the
helm of the PBGC at the time, was that that relief would be tem-
porary, would expire at the end of this year. And I think the expec-
tation of all parties was that there would need to be comprehensive
pension reform and that would allow sufficient time to

Mr. PRICE. If we would figure out what the solution is. When the
relief expires though the airlines will face tremendous liquidity and
cash flow problems, I do not think anybody would disagree with
that, and many of them may find it difficult to operate and move
them toward the bankruptcy that has been talked about. So I have
a couple of very specific questions. One is, do you have a handle
on what the expected fallout would be in the funding contributions
of the airlines if the relief expires and nothing is done?
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Mr. BELT. I believe they have made public statements as to what
under current law would be their required pension contributions
over the next few years, and they are substantial sums. I do not
know whether in the numbers that they have used they are con-
templating the continuation of the corporate bond rate, essentially
the relief that was provided in PFEA, the 2004 Act, or snap back
to the Treasury discount rate. In either event, it is a substantial
number because they are within the DRC contribution rules at this
point in time.

But I would note that that issue, as to what happens at the end
of this year, is not unique to the airlines. That would in fact affect
everybody that is in the defined benefit system. And again, there
are eight or ten auto parts suppliers that have filed Chapter 11 re-
cently that sponsor underfunded pension plans, and there are a
host of other companies similarly situated. So it is not at all unique
to the airlines. What is only perhaps unique is the size of the fund-
ing gap, the total dollars involved with respect to the legacy car-
riers.

Mr. PRICE. Do you all have a ‘‘what if’’ strategy, what the poten-
tial impact for the PBGC if another airline were to declare bank-
ruptcy?

Mr. BELT. We certainly know our potential loss exposure from
the remaining carriers, which is about $22 billion.

Mr. PRICE. You are currently underfunded at $23 billion, correct?
Mr. BELT. Correct.
Mr. PRICE. Just one final question. I know that PBGC has an op-

portunity to speak confidentially with airlines or with any company
if there are problems. Can you say whether or not you are having
any discussions right now with any airline company?

Mr. BELT. We have had meetings with all our best customers on
a regular basis, including airline companies. We share information,
we try to get a better of understanding of what the issues are,
what the level of underfunding is, what the minimum contribution
requirements are, what the plan of action is for meeting those.

We not only have conversations with airline executives, but any
company that poses a potential risk of loss to the pension insurance
program whether they are a high default risk and/or substantially
underfunded. We get information from a variety of sources. We talk
to industry analysts, investment bankers, and others about trend
lines in industries, issues with respect to particular companies.

Mr. PRICE. Thank you. I want to thank the other panel members.
And again, I appreciate the opportunity to join you today. Thank
you.

Mr. MICA. Well, I certainly want to thank our panelists. It has
been a long afternoon. But you can see that there is very serious
interest in this critical issue. We will probably have additional
questions, I have some myself, that we will submit to you for the
record. So we will leave the record open for your responses. But I
do want to thank you, all of you, for the outstanding information
you provided our Subcommittee.

With that, we will excuse you. Thank you again for your partici-
pation.

As they are retiring, I will call our second panel.
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Our second panel consists of Captain Duane E. Woerth, Presi-
dent of the Air Line Pilots Association; Mrs. Patricia A. Friend,
International President of the Association of Flight Attendants,
CWA, AFL-CIO; Mr. Mark S. Streeter, Managing Director of JP
Morgan Securities; Mr. David Strine, he is Managing Director of
Equity Research of Bear Stearns and Company, and we also have
Scott Yohe, Senior Vice President, Government Affairs, also a com-
munications specialist in distributing information about measures
the Chairman does not like, and he is from Delta Air Line.

I would like to welcome all of our witnesses. Some of you have
been here before, some of you have not. We appreciate your being
available to the Subcommittee today.

With those introductions, I think everyone is ready. I will go
ahead and recognize first Captain Duane Woerth, president of the
Air Line Pilots Association. Welcome, and you are recognized.

TESTIMONY OF CAPTAIN DUANE E. WOERTH, PRESIDENT, AIR
LINE PILOTS ASSOCIATION; PATRICIA A. FRIEND, INTER-
NATIONAL PRESIDENT, ASSOCIATION OF FLIGHT ATTEND-
ANTS, CWA, AFL-CIO; MARK S. STREETER, MANAGING DIREC-
TOR, JP MORGAN SECURITIES; DAVID STRINE, DIRECTOR OF
EQUITY RESEARCH, BEAR STEARNS & COMPANY; AND
SCOTT YOHE, SENIOR VICE PRESIDENT, GOVERNMENT AF-
FAIRS, DELTA AIR LINES

Mr. WOERTH. Thank you, Mr. Chairman. Thank you for holding
this hearing. What I would like to focus on is solutions. I have
heard an awful lot about how we got here and all the problems
with the rules, and I would like to focus on solutions and con-
sequences of not getting the solutions.

Certainly the Air Line Pilots Association supports the bill that
was introduced by Congressman Price. It is equivalent to the bill
introduced in the Senate by Senators Isakson and Rockefeller. We
believe that bill, which provides a pension freeze, long-term amorti-
zation, new interest rates, is the solution that does the three things
we would want to do.

It protects worker’s pensions, the pensions will not be lost; it can
keep the airline out of bankruptcy so further damage to sharehold-
ers and creditors does not occur; and just as importantly I know
for the interests of this Congress, it is probably the only solution
that can stop another United or U.S. Airways where billions of dol-
lars more end up being terminated and put on the Pension Benefit
Guarantee Corporation. This bill will do all those things and pre-
vent that. So that is the number one thing I would like to advocate.

I would like to also comment in this regard. Previous testimony,
portrayed this legislation as doing something radical or something
controversial. The very fact of the matter is that it is doing the
common sense thing that has been part of ERISA since 1974. Long-
term pension obligations need to be funded and amortized over a
long period of time. All that money is not due next week, it is not
all due next year.

Mr. Chairman, I think you made a very pertinent comment about
the public sector, where if the public sector lived under the same
problems, the Federal Government, State, municipalities and coun-
ties would have an awful serious problem and I do not think we



39

want those going into bankruptcy. But I want to emphasize that
point. This is not unreasonable long-term amortization. In fact,
ERISA when it was formed in 1974 anticipated 30 year amortiza-
tion in all of these things. So I think it is a very reasonable ap-
proach.

Another thing that must be addressed is the sheer numbers that
we are talking about. At United Airlines it was 125,000 workers,
with U.S. Airways it was nearly 80,000, Delta and Northwest
would be another 200,000 combined, if downstream there was com-
petitive problems for other legacy carriers, there would be another
couple hundred thousand. We are talking over half a million work-
ers exposed just in the airline industry with legacy carriers. I think
that should be plenty of motivation to do something and do it in
the near term.

I would mention this as well. We have an example just north of
the border where the Canadians had a similar problem. Air Can-
ada was in bankruptcy. Air Canada could not get exit financing,
the things that Mr. DeFazio talked about. The credit markets, and
we have people here from the capital markets who can speak to it,
when they looked at these defined benefit plan amortization sched-
ules and how much money was due over a very near period of time
in Canada, Air Canada could not get its financing until the par-
liament acted.

When the parliament acted and gave them long-term amortiza-
tion, they had competitive bids and they got their financing and
exited bankruptcy within 41 days. Now, I am not predicting an exit
in 41 days if somebody stumbles in, but I think I am going to leave
it to Mr. Streeter and his colleagues to talk about what the capital
markets think about the amortization schedule and why airlines
are financeable either to get out of bankruptcy or to stay out of
bankruptcy if we have long-term amortization at a new interest
rate.

In the interest of time, Mr. Chairman, I would like to move on.
I will take any questions you or your colleagues may have. Thank
you.

Mr. MICA. Thank you for your points. We will hear from all the
witnesses and then go to questions.

I will now recognize Patricia Friend, International President of
the Association of Flight Attendants. Welcome back. You are recog-
nized.

Ms. FRIEND. Thank you, Chairman Mica, and thank the Commit-
tee for the invitation to testify today on this pension crisis. The cri-
sis in the airline industry is of particular importance to the people
I represent, to the women and men who serve as flight attendants.
We represent 46,000 active flight attendants at 24 airlines. Our ac-
tive and retired flight attendants at United Airlines number ap-
proximately 28,000.

Over the past several weeks and again here today, we have
heard some thoughtful and well-informed testimony on the finan-
cial status of pension plans in the airline industry and on the long-
term viability of those plans. We have also heard about the rami-
fications of the United pension terminations, and potentially other
pension terminations, on the financial health of the PBGC.
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But I would like to remind the Committee that issue has a
human dimension. To get a feel for how these individuals will be
affected, I urge you to read just some of the thousands of
testimonials that were submitted to Congressman George Miller’s
online hearing.

Some Members of the Congress have asked me if we really think
that liquidation of our company would be better for us in the long
run. That question implies that by seeking to save our pensions we
will cause the eventual failure and liquidation of our employer. The
fact is that the employees of this industry have made repeated fi-
nancial concessions over the past several years just to keep our air-
lines alive and profitable.

We have much more at stake in the airline’s survival than do
most members of upper level management. In this industry man-
agement comes and goes, often with a huge financial incentive to
do so. In fact, United’s current CEO, Glenn Tilton, can leave the
company and still collect his bankruptcy-proof $4.5 million pension.

Over the past several months AFA has worked with the PBGC
and with United Airlines to find a solution to the termination of
our pension plan. During this time the PBGC maintained that the
flight attendant plan was affordable and that it could be retained
in a successful reorganization. At the same time, we attempted in
vain to engage United management in negotiations over alter-
natives to plan termination. United Airlines management dem-
onstrated very little real willingness to engage in meaningful nego-
tiations with us about saving our plan.

During February and March of this year, we regularly consulted
with the PBGC as we developed a proposal that identified suffi-
cient alternative funding to save our pension plan. On April 14th,
the PBGC filed an emergency motion to postpone consideration of
United’s motion for distress terminations of its defined benefit
plans, calling United’s motion premature and arguing that United
Airlines had failed to show that the plans were not salvageable.

Then, on April 22, United announced that it had reached an
agreement with the PBGC, an agreement in which United agreed
to provide $1.5 billion to the PBGC and the PBGC would agree to
terminate all four employee pension plans.

Our concerns with United’s termination of the flight attendant
pension plan and the PBGC’s decision to withdraw their challenge
to the termination are numerous. However, simply put, we do not
believe that the termination of our pension plan is necessary for
the survival of United Airlines. We have tried repeatedly to nego-
tiate with the company on alternatives. In fact, we are the only
work group that has offered to pay for part of the plan ourselves.

If United management is successful in their efforts to terminate
our pension plans, no one should be under any illusion—the other
so-called legacy carriers will attempt to dump their pension plans
as well. And if you, the distinguished members of this Committee,
allow this to go forward, it is probable that there will soon be a
need for a massive taxpayer bailout of the PBGC.

If something is not done now, it will be too late for the United
employees. I am strongly urging each and every member of this
Committee to cosponsor H.R. 2327, the Stop Terminating Our Pen-
sions Act, or the STOP Act. This bill would put in place a six
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month moratorium for any termination of covered plans initiated
by the PBGC under ERISA 4042. this would give the Congress val-
uable time to explore further solutions to the crisis at United, and
it would also allow time for the employer and the unions to develop
and agree on alternatives to plan termination.

We strongly believe that the United flight attendant pension
plan is viable and can be saved, but we need your help in providing
the time and the incentive for management to work with us to find
the solution. United’s pension termination is not the first nor will
it be the last domino to fall on the path to the destruction of retire-
ment security.

But you can help put a stop to it today and help prevent hun-
dreds of thousands of other workers from losing their pension and
prevent billions of dollars from being dumped on the taxpayers if
you allow this moratorium to pass and if you find a legislative solu-
tion to halt the demise of the define benefit pension plans in this
country.

I urge the Committee to please give us the time that we need to
try to save our pension. I urge you to consider and pass H.R. 2327
as quickly as possible. Thank you.

Mr. MICA. Thank you for your testimony.
We will now hear from Scott Yohe, Senior Vice President for

Delta Air Lines. Welcome, and you are recognized.
Mr. YOHE. Thank you, Chairman Mica, Congressman Costello,

Congressmen Price and Westmoreland. Thank you for the oppor-
tunity to address the pension funding crisis threatening Delta’s
ability to honor the pension benefits our active employees and re-
tirees have already earned.

A sensible resolution of this crisis is absolutely essential if Delta
is to successfully restructure its business outside of bankruptcy. As
a son of a Delta pilot and a 26 year employee of Delta, it is a real
privilege for me to be here today to appear before you on behalf of
80,000 active and retired employees as well as another 80,000 de-
pendents who are all members of the Delta family and who support
very much the testimony that I am providing today.

We have also worked very closely with our employees and retir-
ees in addition with Northwest and the Air Line Pilots Association
to develop a response to what Congress did last year in providing
a two-year moratorium, and that is to develop a sound and sensible
solution to this pension funding crisis. Our shared goal is very sen-
sible. It is a transition funding rule that helps us to meet our obli-
gations and avoid transferring the liabilities to the Pension Benefit
Guarantee Corporation and avoiding the tragedy that has already
befallen the workers at U.S. Air and United.

Simply stated, without changes to the current funding rule, the
prospects for restructuring outside of the bankruptcy process are
poor. Delta wants to avoid bankruptcy for all the reasons that have
been discussed here today, including, and not the least of which,
is to avoid termination of our pension plans.

At this point, I would like to offer a brief explanation as to why
Delta requires unique pension funding rules. Delta’s two tradi-
tional defined benefit pension plans were actually overfunded as re-
cently as 2000. But pension rules, as you have heard, discouraged
us from making additional contributions. Since that time, a com-
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bination of historically low interest rates and significant declines in
the equity market have created large funding deficits in the plan
and they have triggered accelerated payments known as deficit re-
duction contributions. This has also coincided with the massive
losses that we have incurred since 9-11 and our worst fiscal crisis
in the 75 years of Delta, making access to capital markets abso-
lutely impossible.

Contrary to what was implied and perhaps suggested earlier
today, Delta has not neglected funding its plans. We have made
payments above the minimum requirement during the 2001-2003
period, and we have made payments of $440 million in 2004. We
have already made payments this year of over $200 million and ad-
ditional contributions of $60 million will be made during the bal-
ance of 2005. However, without changes in the funding rules as
they exist today, our contributions over the next three years are
projected at $2.6 billion, a level that we simply cannot afford given
our precarious financial liquidity condition.

The new rules proposed by the Administration and House Repub-
licans in H.R. 2830 are not helpful to companies like Delta. It
would only worsen the situation and make bankruptcy a probable
outcome.

Delta recognized in 2003 that the traditional benefit plans that
we had been offering our employees for over 20 years were no
longer affordable and we set about to replace them with more af-
fordable, manageable plans that more reflected the competitive cost
structure that we found in the industry. We created a cash balance
plan for our non-pilot workers in 2003, and last fall we concluded
an agreement with our pilots to replace our defined benefit plan
with a defined contribution plan. Fortunately, Congressmen Price
and Westmoreland and 21 other cosponsors have introduced H.R.
2106 which we believes provides a pragmatic airline-specific rule
that properly balances the interests of all stakeholders.

H.R. 2106 would allow airlines to fund outstanding pension obli-
gations on a more affordable 25 year schedule using stable, long-
term interest rates. It offers a solution to the crisis in the following
ways:

First, employees and retirees would have a greater chance to re-
ceive their full pension benefits rather than see those benefits sig-
nificantly reduced in a transfer of liabilities to the PBGC.

Second, the bill is designed to protect the PBGC from increased
future liabilities by capping the agency’s guaranteed payments at
current levels. This decreases the risk of taxpayer bailout in the fu-
ture.

Thirdly, we think it benefits the travelling public by providing
stability in the aviation system as the industry undergoes massive
change and restructuring.

Lastly, and certainly most importantly for us in the near term
and why this is so urgently needed now, it would allow Delta to
remove this pension benefit cloud which inhibits our ability to ac-
cess capital markets, a key component in completing the trans-
formation process outside of bankruptcy.

Let me state clearly and emphatically that Delta is not seeking
a subsidy. Instead, we are pursing a course that significantly limits
additional PBGC liability and allows us to meet our obligations. I



43

would also point out that Delta and other network carriers that are
carrying this heavy pension benefit provide the vast majority of
international service and are the primary links to small, rural com-
munities. To Congressman DeFazio’s point earlier, 50 percent of
Delta’s 202 domestic destinations are small cities with very limited
service options.

We certainly understand the need for transformation of our busi-
ness and we have not been idle. We have taken responsibility for
changing our business model to respond to the new marketplace.
We have made tough but necessary changes starting in 2002, such
that by the end of 2004 will achieve $2.3 billion in annual revenue
and cost benefits. However, these changes really are inadequate
and we have set on a course with our transformation plan to take
out $5 billion by the end of 2006. We believe that with those
changes we stand a very good chance of becoming a viable airline
in the future and meeting our obligations.

We look forward to working with Congress to establish a solution
that offers a more orderly restructuring of the industry and a
stronger, healthier airline system. Thank you, Mr. Chairman, and
I certainly look forward to answering any questions you or other
members of the Subcommittee may have.

Mr. MICA. Thank you.
We will hear now from our two financial and securities experts.

We will hear first from Mark Streeter with JP Morgan Securities.
Welcome, sir, and you are recognized.

Mr. STREETER. Chairman Mica and members of the Committee,
thank you for inviting me to speak this afternoon. My name is
Mark Streeter and I am responsible for airline credit research at
JP Morgan. Please note that my statements do not represent the
official position of my employer. I will summarize my detailed
statement which was submitted for the record.

Unfortunately for the airlines, the credit markets are very con-
cerned about the airline industry’s fundamental situation and
looming pension obligations, particularly at Delta and Northwest.
Based on current prices, the market implies 43 percent and 55 per-
cent one year bankruptcy probability for Northwest and Delta, re-
spectively. For AMR and Continental, implied default risk over the
next four years is greater than 50 percent. Delta and Northwest
bonds due in only four years offer annualized yields near 40 per-
cent and trade at prices well below fifty cents to the dollar.

There are several reasons why the credit markets are worried.
You have heard others testify about the disconnect between indus-
try revenue and overall economic growth since the attacks of Sep-
tember 11. I estimate that the fare increases this year have thus
far, at best, offset only half of the oil price increase. Counter-par-
ties are not willing to engage the legacy airlines in fuel hedging
without cash collateral, making it impossible for the legacy carriers
to hedge fuel costs.

The legacy majors have not stood still and have increased their
unit revenue premium relative to the low cost carriers while nar-
rowing their cost disadvantage. But there is obviously more work
to do. Nevertheless, legacy airline liquidity could decline signifi-
cantly this year. We estimate that Delta and Northwest will burn



44

more than $1 billion in 2005, inclusive of capital raised year to
date unless cash reserves are replenished further.

The industry’s ability to add incremental debt, although seem-
ingly never quite exhausted, is rapidly diminishing. Since 2000,
airlines have borrowed more than $27 billion. Delta credit ratings
have fallen 10 notches since the day before the September 11 at-
tacks. Northwest ratings have fallen seven notches, including yes-
terday’s Moody’s downgrade.

In order to raise capital, the legacy airlines have turned to non-
traditional lenders such as hedge funds and vendors. The legacy
airlines could perhaps tap some of these same sources for further
additional liquidity if pension reform positively impacts their credit
standing. Delta has disclosed that its projected minimum pension
funding under the current rules will increase to $600 million in
2006, and to more than $1.5 billion in 2008. Our estimates for
Northwest are similarly dire.

In my opinion, Delta and Northwest will be forced to seek Chap-
ter 11 protection and the termination of defined benefit plans un-
less reform allowing for a longer term amortization of deficits for
sponsors that agree to freeze plan liabilities is passed into law.
Legacy Chapter 11 filings are not necessarily inevitable. I believe
that Delta and Northwest would prefer to avoid the Chapter 11
process.

Most airline and industry observers believe, as I do, that too
many legacy carriers exist today and that further consolidation is
inevitable. But further rationalization does not necessarily need to
occur in Chapter 11 if the Government allows the legacy airlines
to pursue mergers that make economic sense.

For example, if the Government affords the flexibility to stretch
payments out over a period of several years, the sponsors must be
forced to maintain fiscal discipline in my opinion. I believe that air-
lines or other sponsors opting into a longer term deficit amortiza-
tion payment option should not be allowed to repurchase stock,
should not be allowed to pay dividends, and should not be allowed
to offer increased defined benefits even if they are funded with
cash.

Members of the Committee, if the proposed legislation not sup-
ported by the airlines is passed into law, I believe, as do the credit
markets, that Delta and Northwest will likely file for Chapter 11
protection within the next 12 months. Nothing is guaranteed, but
the ability of the legacy airlines to successfully structure outside
the courts is almost directly tied to pension reform that does not
result in onerous near-term deficit reduction contributions at this
point.

The Government has one of two choices in my opinion. Either
pension reform legislation will add to the already high level of cash
flow uncertainty, or pension reform will provide some degree of
comfort to creditors willing to participate in out-of-court restructur-
ing solutions.

Thank you once again for allowing me to speak to you today.
Mr. MICA. Thank you.
I want to apologize to you, Mr. Strine, you are the last witness

and I understand you were going to leave earlier and changed your
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plans. So we do appreciate your being with us and testifying before
the Subcommittee. You are recognized.

Mr. STRINE. Thank you. I am honored to be here. Good afternoon
Chairman Mica, Representative Costello, and other members of the
Committee. Thanks for the invitation to testify today on the U.S.
airline pension issue. I am responsible for airline equity research
at Bear Stearns. But throughout my testimony I will be presenting
my personal views, which are not necessarily those of my employer.

The airline industry is certainly in miserable financial condition
and it is destroying shareholder value. Since 2000, the ten largest
publicly traded airlines have lost $10 billion in market capitaliza-
tion, and the market index is down 64 percent versus 20 percent
for the S&P 500.

The airlines have evolved into what is virtually a commodity-
equivalent business with little to no pricing power. The growth of
low cost carrier market share has driven structural changes in the
airlines’ ability to price discriminate, and the legacy cost carriers
have simply not moved fast enough to change their high fixed cost
structures. Through the Darwinian forces of the free market, the
industry appears ripe for a period of consolidation. If oil prices re-
main high, that may eventually occur regardless of whether or not
there is a change in pension funding standards for the airline in-
dustry.

While there are many reasons for the airline industry’s financial
weakness, the defined benefit pension plan funding problem is the
focus of my comments this afternoon. My conclusion is that the
longer the period of amortization of pension funding requirements
and the higher the interest rate benchmark the airlines are per-
mitted to use in discounting plan obligations, the more access the
legacy cost airlines will have to the capital markets in the near
term.

I will cover three basic questions:
One, what are the financial implications of the existing pension

funding deficits? Two, how would more lenient pension funding
standards affect the airlines? Three, what would a change in pen-
sion funding standards for the airline industry mean for sharehold-
ers?

First question. Under ERISA, we estimate that the airlines’ $14
billion defined benefit pension funding shortfall will require $1.2
billion in cash contributions in 2005. This is a significant number,
but it is only meaningful when considered in light of the airlines’
ability to make the contributions based on their operating cash
flows and unrestricted cash balances. Keep in mind that cash flow
can be quite volatile as it is dependent on oil prices, labor costs,
as well as the revenue environment.

In the report I have submitted as part of my testimony I provide
a sensitivity analysis with different assumptions for oil prices.
Each $1 move in oil costs the airlines about $450 million annually.
For 2005, the $1.2 billion in cash contributions represent about 90
percent of our operating cash flow forecast with oil at $50 a barrel,
and 13 percent of the combined unrestricted cash balances of the
legacy cost carriers.

This is troublesome, but matters do not improve next year. With
the expiration of the Pension Funding Equity Act of 2004 at the
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end of the year, I estimate that the required cash contributions
could increase 100 percent, to $2.4 billion in 2006, representing 60
percent of operating cash flow and 30 percent of our projected unre-
stricted cash balances with oil at $50 a barrel.

When examining the airlines individually, my analysis suggests
that pension related risk among the legacy cost carriers operating
outside of Chapter 11 differs substantially. Considering their abil-
ity to make the required pension contributions, in descending
order, I rank the risks as follows: Delta Airlines, Northwest, Con-
tinental, American, and then Alaska.

All told, if fares do not increase and oil remains at current levels,
without more lenient pension funding requirements, I believe both
Delta Air Lines and Northwest Airlines face near-term bankruptcy
risk and others could be at risk longer-term.

On the second question, how would more lenient pension funding
standards affect the airlines? The longer the period of the amorti-
zation of pension funding requirements, and the higher the interest
rate benchmark the airlines are permitted to use in discounting
plan obligations, the lower the cash burn rates and the lower the
probability of bankruptcies.

I estimate that pension cash contributions for the legacy airlines
would fall 87 percent to about $300 million from $2.4 billion in
2006 if the amortization period for funding pension obligations
were to change from four years to the twenty-five years which has
been proposed in Representative Price’s bill. Under this scenario,
I believe bankruptcy risk declines significantly, even for the weak-
est legacy cost airlines, Delta and Northwest.

On the other hand, even excluding the potential increases in the
funding requirements due to interest rate benchmark changes,
using the seven year amortization periods that appear in the Bush
Administration proposal and Representative Boehner’s bill, I esti-
mate that pension cash contributions would fall just 32 percent to
$1.6 billion from $2.4 billion. Under this scenario, my cash-burn
analysis suggests that Delta and Northwest have a very high risk
of bankruptcy over the next year. Certainly the current equity mar-
ket valuations reflect this risk.

The final question, what would the change in pension funding
standards for the airline industry mean for shareholders? An ex-
ception to the funding requirements under ERISA for the airlines
is not enough in itself to cure the ills of the airline industry and
halt the destruction of shareholder value. Although shareholders
and creditors of the airlines that face the most severe liquidity
problems could benefit in the near term from more lenient pension
funding requirements, such a change only extends the window of
opportunity for these companies to remedy the inefficiencies in
their businesses and reduce their operating costs so they can begin
the hard work of repairing their terribly distressed balance sheets.
Even excluding the pension issue, the operating cost structures of
these companies remain uncompetitive.

What is more, if extending a life line in the form of pension relief
serves to delay the reduction of other costs or keeps companies
afloat that would otherwise shrink in Chapter 11 or by way of
Chapter 7, thereby ringing some capacity out of the system, the re-
sult may well be disadvantageous to airlines that already have de-
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fined contribution plans or have enough operating cash flow to
cover their required defined benefit plans. Of course, such an out-
come is not probable given that Chapter 11 itself has been harmful
to the overall welfare of the airline industry because it sets up a
lopsided playing field and does not necessarily result in consolida-
tion or reduction of supply.

Ultimately, I believe shareholders will benefit most if the natural
forces of the free market determine the fate of the airline industry.
Under such conditions, making decisions on how to invest is an
easier process. However, without a change to the bankruptcy laws
and antitrust hurdles that allow for easier consolidation of weak
businesses, a laissez faire policy on pensions will do little to im-
prove conditions for shareholders.

Accordingly, barring changes in other areas of law that would
provide for swifter consolidation, I believe shareholders will benefit
in the near term from a change in pension law that allows airlines
to amortize their required contributions over a period well beyond
the seven years noted in the Boehner bill and closer to the twenty-
five year period noted in the Isakson bill. Of course, no measure
of pension help will solve the structural operating cost and balance
sheet problems facing the legacy carriers. Thanks very much for
the opportunity.

Mr. MICA. Thank you again or your patience, and all of you for
your testimony.

A couple of quick questions. I saw the charts that the General
Accounting Office put up and the small amount of money that was
being put into these pension plans. We have got a couple of em-
ployee representatives here, the Flight Attendants and the Pilots,
were you all aware that they were putting in that little money? Did
you have access to records, Mr. Woerth?

Mr. WOERTH. First of all, besides my duties as a union officer
and now president for the last seven years, I was even on the
Northwest Airlines board of directors from the period of 1993 to
1999, where they were making pension contributions, but also
where, like Delta, they did in that period of time run up against
the maximum legal amount that they could put in without incur-
ring a tax penalty. And one of the proposals going forward is to
eliminate that. But right now, that is water under the bridge
where are companies are today. One of the things about that chart

Mr. MICA. My question was, were you aware, did you have ac-
cess? I thought someone told me that the employees groups did not
have access to contribution information.

Mr. WOERTH. I understood the problem.
Mr. MICA. You understood what was going on?
Mr. WOERTH. Yes, I did.
Mr. MICA. And what about you, Ms. Friend?
Ms. FRIEND. We have a process for a regular accounting on the

report on the defined benefit plan. The fact is that the way the
funding rules work, they did not have to put in any more. So, yes,
we knew.

Mr. MICA. Did your folks look at it?
Ms. FRIEND. We knew what they were putting in. But that little

amount made it a fully funded plan under the rules.
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Mr. MICA. Did someone actuarially look at this and say this is
not going to float in the future? They were just putting in the mini-
mum that they could under the rules. They had promised both of
your groups certain pension benefits and what I wanted to do was
make certain that you had access. If we revise the law and you did
not have access in the past, what can we do to make certain in the
future that everything is done to protect your interest and the em-
ployees’ interest. That is the purpose for that question.

Mr. Yohe, you said you were doing 260 this year, Sterns and
Morgan representatives. We heard GAO say that this only accounts
for about one-sixth of their costs I guess, and that even if we elimi-
nated that, it looked pretty grim anyway. You did not have that
take. You said the longer you could stretch it out, of course, the
less they have to put in. So if we stretch it out and they still are
filing for bankruptcy, do you think that will occur, that we putting
off the inevitable?

Mr. YOHE. I think that what extending it over a longer period of
time does is that it gives them the opportunity to rectify the struc-
tural problems they have with their cost structures. Ultimately,
they need to be competitive with the folks out there who are set-
ting the prices, and that is the low cost carriers. They need to get
within their range on their unit costs that allows them to have par-
ity in operating monies.

Mr. MICA. So the longer you stretch it out, the better shot they
have got at some possibility of survival.

Mr. Streeter, do you think they will survive even if we stretch
it out?

Mr. STREETER. Mr. Chairman, it would give the airlines and give
the Government an option and an option of time for the airlines to
continue lowering labor costs, to getting labor costs in line with the
low cost carriers, to equitizing their balance sheets. Delta, for in-
stance, has been pursuing a path of exchanging debt for equity and
has indicated a desire to do so going forward. So asset sales, time
to sell assets and to use proceeds to try to address the debt burden.
But depending on your oil price forecast, bankruptcies may be inev-
itable.

Mr. MICA. Yes, I just saw that. A dollar is four hundred and fifty
million. That is pretty substantial. If you do not increase prices,
you are not going to stay in business.

Mr. Costello.
Mr. COSTELLO. Mr. Chairman, thank you. Ms. Friend, you men-

tion in your testimony that your organization is seeking a six
month moratorium on the United pension plan termination. I won-
der if you might kind of tell us what the rationale and reasoning
is for that, what you hope to accomplish if you get a six month
moratorium.

Ms. FRIEND. Essentially, what we are hoping to do is stop the
clock on the process that has been started at United. That would
give us, the employees, the opportunity and hopefully give United
management the incentive to work out an alternative to plan ter-
mination. It would also give the Congress the time that they need
to review all the various proposals about funding rule changes,
longer term or amortization of the debt. It would simply, as I said,
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stop the clock on this process that has started in the airline indus-
try.

Mr. COSTELLO. I understand that you are saying that the morato-
rium would give Congress and others time to kind of work through
all of this. Is that the goal here?

Ms. FRIEND. Exactly. That is the goal.
Mr. COSTELLO. Okay. Mr. Strine, if Delta and Northwest were to

file bankruptcy and terminate their pension plans, what would the
likely response be by American and Continental?

Mr. STRINE. Representative Costello, I think that if both North-
west and Delta were to file and then terminate their pension plans,
the risk of Chapter 11 at American Airlines and Continental would
increase substantially because ultimately they would be operating
at a significant cash flow disadvantage and operating cost dis-
advantage to those other two companies.

Let me put it this way. If both of those companies were to file
for bankruptcy, you would have 45 percent of the capacity out there
in the industry operating without disadvantage of having a defined
benefit pension plan. That is going to be tough to compete with for
the remaining guys with it.

Mr. COSTELLO. What changes do the legacy airlines need to make
in order to become competitive?

Mr. STRINE. That is the ultimate question.
Mr. COSTELLO. You heard me ask it earlier of the GAO. They

said they had recommendations to reduce cost. It seems to me that
the legacy airlines have; you have been through it, everyone at the
table has, we have seen pay cuts, we have seen benefits given back.
What else can be done in order to save money?

Mr. STRINE. I think there are two things. Other than continuing
to lower wage rates, they can improve productivity. That does not
mean just having people work more hours and changing work
rules. It also means simplifying the businesses, increasing utiliza-
tion rates of aircraft, having fewer types of aircraft so pilot training
costs go down and maintenance expenditures go down, getting to
a situation where there is enough operating cash flow to begin to
pull down debt and therefore reduce interest expenses. Only
through those types of measures will they ultimately be able to
survive and compete with the likes of Southwest and Jet Blue and
AirTran.

Mr. COSTELLO. Mr. Chairman, thank you.
Mr. MICA. I thank you. Mr. Westmoreland.
Mr. WESTMORELAND. Yes, sir. Thank you, Mr. Chairman. I know

the hour is late and I will try to be brief.
Mr. Yohe, you mentioned, and Mr. Woerth also mentioned about

Northwest, that those two airlines I guess in 1999 or 2000 were
bumping the maximum that they could contribute. Did the Govern-
ment set this maximum rate that could be put into the pension
plans, Mr. Yohe?

Mr. YOHE. Yes. There is a maximum amount that is allowable
in order to get tax deduction for those contributions. In the year
2000, our plan was at 114 percent funded at that point. I would
just like to make a general comment too. There was a lot of con-
versation today about how carriers and companies’ plan sponsors
have funded their plans or not funded their plans in terms of the
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minimum or whatever. I think what is important to look at here
is that we did not have a funding problem at all until 2002 when
we saw this phenomena occur which was the deficit reduction con-
tribution kick in because of low interest rates and the market.

Over a very long period of time Delta really never had a problem
because, as Mr. Woerth said and others have said, you are talking
about a pension program where you earn benefits over a long pe-
riod of time, you pay them out over a long period of time. So there
never really was a problem until 2002. The deficit reduction con-
tribution requirement was written into law in 1987, and neither
prior to that time nor subsequent to that time did we have the kind
of bow wave of payments and obligations that is staring us in the
face today.

Mr. WESTMORELAND. I know the director of education and work-
force had given out a chart that showed that the airlines did not
put in but just a very, very small amount. And from what I am
hearing, during that period of time you were putting in what the
law would allow you to put in. And from what I am hearing your
liability is now, was that one reason you gave as the total reason
that you are that short now? And the other part of the question is,
what kicks in to tell you how much you have now got to pay? I
mean the Government set the maximum, do they set the minimum
also?

Mr. YOHE. Yes, there is a minimum and a maximum. But essen-
tially the way the law works is that if you go below 90 percent or
80 percent in terms of total fundedness of the plan within any two
to three year period, then these accelerated catch up payments kick
in. So then in a very short period of time you have a very large
payment to make in addition to the normal minimum payment as
well as the premiums that you would be paying.

So that is really what we are confronted with right now is how
to deal with those accelerated payments where essentially it is like
a balloon payment on a mortgage where suddenly you owe the en-
tire amount of the mortgage. What we are saying is we do not have
that money to pay off the full amount, so let us amortize that over
a payment schedule that is more manageable and practicable for
us.

Mr. WESTMORELAND. And one last question. Mr. Yohe, is it not
true that Delta really does not want to file Chapter 11 and put
more responsibility on the taxpayers or on the Government retire-
ment system, and that you all would really rather work out your
problems and all you are asking for is a fair shot to do the right
thing?

Mr. YOHE. Well, I appreciate the question. We have made a con-
scious effort and have established a transformation plan to try to
restructure our company out of bankruptcy. And the reason is quite
simple. When you go into bankruptcy there is a lot of bad outcomes
associated with that over and above possible termination of your
pension plan.

As was discussed here earlier today, the track record of airlines
successfully reorganizing in bankruptcy is not very good. In addi-
tion to that, the creditors and lenders and the judge exercise enor-
mous influence and control over a whole lot of business decisions
of the company affecting pay of employees, how you fly your airline
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and where you fly, how many airplanes you have, what hubs you
have, et cetera. So you lose control to a large degree over a lot of
those kinds of issues.

So we felt that for a lot of different reasons, most importantly be-
cause we believe that the pension benefits in Delta for 75 years is
a moral obligation that we have to pay what our employees have
earned, we want to do everything we possibly can to avoid that.

Mr. WESTMORELAND. Thank you, Mr. Chairman.
Mr. MICA. Thank you. Mr. Price.
Mr. PRICE. Thank you, Mr. Chairman, I appreciate that. And I

want to thank each of you for coming as well and for your patience
today. It has been a long day. I had a number of questions, but I
will just ask one of Mr. Strine and Mr. Streeter if I may, and that
is to address, if you would, the need for industry-specific reform
and whether or not you feel that is appropriate, whether that is
necessary in this instance. Just your comments on industry-specific
reform.

Mr. STRINE. Just as it pertains to the pension issue?
Mr. PRICE. Yes.
Mr. STRINE. Well, I think without it, we are looking at a much

higher probability of bankruptcy at two of the big legacy carriers,
Northwest and Delta, which, unless oil prices were to decline pre-
cipitously, could then result in a higher chance of bankruptcy at
both American and Continental. So there is certainly a risk to the
industry and then the rest of the industry because you will have
such a big portion of it operating within Chapter 11 under that
protection if action is not taken. But by no means is this a guaran-
tee that there will not be bankruptcies because oil prices have been
climbing every day.

Mr. STREETER. I would say that I cannot speak to the need for
pension reform outside of the airline industry and whether or not
the Government and the PBGC should be in the business of insur-
ing defined benefit plans. That is a much broader policy issue. But
I will tell you that for the airlines, without pension reform that al-
lows for a longer term amortization of these deficits, Delta and
Northwest, almost a fairly clear certainty, will file for Chapter 11
protection within the next 12 months, and others, namely, Amer-
ican and Continental, could follow depending on certain oil and rev-
enue assumptions.

Mr. PRICE. So without that longer amortization, the exposure of
the taxpayer to liability is significantly increased. Is that an accu-
rate statement?

Mr. STREETER. Absolutely.
Mr. PRICE. Thank you, Mr. Chairman.
Mr. MICA. I want to thank all of our witnesses. Time has really

run out because we did have about five votes pending on the floor.
But as I told the first panel, we do have a whole host of additional
questions which we are going to submit to you which will be made
part of the record.

But certainly we want to thank each and every one of you. Your
testimony has been a great contribution, and the previous panel. I
think our whole Subcommittee learned a great deal and you have
educated some of the Members of Congress on the very serious
challenge facing Congress and really our entire american economy
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at this juncture. So we appreciate your participation. We will let
you go at this time. Thank you again.

There being no further business before the Aviation Subcommit-
tee, this hearing is adjourned.

[Whereupon, at 6:05 p.m., the committee was adjourned.]
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